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DEPARTMENT  OF  HEALTH, 
EDUCATION,  AND  WELFARE 

Offics  of  Education 
[45  CFR  Port  177] 

GUARANTEED  STUDENT  LOAN  PROGRAM 
Propotod  Rulomoking 

AGENCY:  Office  of  Education,  HEW. 

ACTION:  Notice  of  proposed  rulemak¬ 
ing. 

SUMMARY:  The  regulation  Is  pro¬ 
posed  to  implement  changes  in  the  op¬ 
eration  of  the  Guaranteed  Student 
Loan  Program  (GSLP),  authorized  by 
the  Higher  Education  Act  of  1965,  as 
amended  by  the  Education  Amend¬ 
ments  of  1976  and  by  the  Technical 
and  Miscelleneous  Amendments  of 
1977.  The  proposed  regulation  also  in¬ 
corporates  various  policy  changes  that 
do  not  result  from  the  statutory 
changes.  The  proposed  regulation 
covers  both  loan  guarantee  programs 
of  State  and  private  nonprofit  agen¬ 
cies  and  the  Federal  Insured  Student 
Loan  Program. 

DATES:  Comments  must  be  received 
on  or  before  May  20, 1978. 

It  would  be  extremely  helpful  if  the 
comments  refer  to  specific  sections 
and  are  made  sequentially.  Phiblic 
hearings  will  be  held  in  seven  cities  at 
the  addresses  listed  below.  The  date 
and  time  for  each  meeting  follow. 

May  12,  1978,  Washington,  D.C.,  9  a.m.  to  6 
p.m. 

May  15,  1978,  Worcester,  Mass.,  9  a.m.  to  6 
p.m. 

May  17,  1978,  Chicago,  Ill.,  9  a.m.  to  6  p.m. 

May  19,  1978,  Atlanta,  Ga.,  9  a.m.  to  6  p.m. 

May  15,  1978,  Dallas,  Tex.,  9  a.m.  to  6  p.m. 

May  17, 1978,  Denver,  Colo.,  9  a.m.  to  6  p.m. 

May  19, 1978,  San  Francisco,  Calif.,  9  a.m.  to 
6  p.m. 

ADDRESSES:  Comments  should  be 
addressed  to  Miss  Patricia  Hopson, 
Bureau  of  Student  Financial  Assis¬ 
tance,  Office  of  Education,  400  Mary¬ 
land  Avenue  SW.,  Washington,  D.C. 
20202.  Comments  will  be  available  for 
public  inspection  at  the  GSA  Building, 
7th  and  D  Streets  SW.,  Room  4642,  be¬ 
tween  8:30  a.m.  and  4  p.m.,  Monday 
through  Friday,  except  on  Federal 
holidays.  The  public  meetings  will  be 
held  at  the  following  locations: 

May  12,  1978-Federal  Office  Building  No. 
6,  400  Maryland  Avenue  S.W.,  Room  6104, 
Washington,  D.C.;  9  a.m.  to  6  p.m. 

May  15,  1978— College  of  The  Holy  Cross, 
Hogan  Campus  Center,  Room  421, 
Worcester,  Mass.;  9  a.m.  to  6  p.m. 

May  17,  1978— The  Center  for  Continuing 
Education,  The  University  of  Chicago, 
1307  East  60th  Street,  Chicago,  Ill.;  9  a.m. 
to  6  p.m. 

May  19,  1978—101  Marietta  Tower  Buidling, 
SSA  Conference  Room,  19th  Floor.  Atlan¬ 
ta,  Ga.;  9  a.m.  to  6  p.m. 
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May  15,  1978— Southern  Methodist  Univer¬ 
sity,  Humphrey  Lee  Student  Center, 
Room  102,  Dallas,  Tex.;  9  a.m.  to  6  p.m. 
May  17,  1978-Main  Post  Office  Building. 
Room  269,  1823  Stout  Street,  Denver, 
Colo.;  9  a.m.  to  6  p.m. 

May  19,  1978— U.S.  Office  of  Eklucation,  50 
United  Nations  Plaza,  Room  23,  San  Fran¬ 
cisco,  Calif.;  9  a.m.  to  6  p.m. 

To  facilitate  scheduling  of  speakers, 
it  would  be  helpful  if  any  person  desir¬ 
ing  to  present  his  or  her  views  orally 
at  any  of  the  scheduled  hearings 
would  inform  the  appropriate  repre¬ 
sentatives  listed  below  in  advance  of 
the  hearing.  If  a  prepared  statement 
will  be  presented,  the  presenter  is  re¬ 
quested  to  file  ten  copies  with  the  rep¬ 
resentative  either  prior  to  or  on  the 
date  of  the  hearing. 

Ms.  Sue  Bierman,  U.S.  Office  of  Education. 
400  Maryland  Avenue  SW..  Washington, 
D.C.  20202,  202-472-2840. 

Mr.  Thomas  J.  O’Hare,  U.S.  Office  of  Edu¬ 
cation,  P.O.  Box  8370,  John  F.  Kennedy 
Federal  Building,  Boston,  Mass.  02114, 
617-223-7205. 

Mr.  Francis  J.  Yanni,  U.S.  Office  of  Educa¬ 
tion,  300  South  Wacker  Drive,  Chicago, 
lU.  60606,  312-353-5127. 

Dr.  Carmen  L.  Battaglia,  U.S.  Office  of  Edu¬ 
cation,  101  Marietta  Tower.  Third  Floor, 
Atlanta.  Ga.  30323,  404-221-5008. 

Dr.  Arthur  Lee  Hardwick,  U.S.  Office  of 
Education.  1200  Main  Tower  Building. 
Dallas.  Tex.  75202,  214-655-3852. 

Mr.  Irwin  E.  Kirk,  U.S.  Office  of  Education, 
11027  Federal  Office  Building,  19th  and 
Stout  Streets.  Denver.  Colo.  80294,  303- 
837-3544. 

Mr.  Charles  F.  Hampton,  U.S.  Office  of 
Education,  50  United  Nations  Plaza,  San 
Francisco.  Calif.  94102,  415-556-1630. 

FOR  FURTHER  INFORMATION 
CONTACT: 

Mr.  Robert  Davidson,  202-245-0231. 

SUPPLEMENTARY  INFORMATION: 
The  Commissioner  of  Education,  with 
the  approval  of  the  Secretary  of 
Health,  Education,  and  Welfare,  pro¬ 
poses  to  revise  Part  177  of  Title  45  of 
the  Code  of  Federal  Regulations, 
which  is  entitled  “Federal,  State,  and 
Private  Programs  of  Low-Interest 
Loans  to  Vocational  Students  and  Stu¬ 
dents  in  Institutions  of  Higher  Educa¬ 
tion."  The  Commissioner  concurrently 
proposes  to  retitle  Part  177  as  “Guar¬ 
anteed  Student  Loan  Program,”  the 
name  by  which  the  program  is  com¬ 
monly  known.  Authority  for  the  Com¬ 
missioner  to  amend  the  existing  regu¬ 
lation  is  contained  in  Title  IV,  Part  B 
of  the  Higher  Education  Act  of  1965, 
as  amended  (20  U.S.C.  1071  through 
1087-4).  This  revision  is  proposed  in 
accordance  with  Section  503  of  the 
Education  Amendments  of  1972  (Pub. 
L.  92-318),  and  is  intended  to  set  forth 
existing  and  proposed  program  poli¬ 
cies  as  well  as  to  incorporate  and  clari¬ 
fy  effects  of  the  Education  Amend¬ 
ments  of  1972,  the  Education  Amend¬ 
ments  of  1976  (Pub.  L.  94-482),  and 
the  Technical  and  Miscellaneous 
Amendments  of  1977  (Pub.  L.  95-43). 


Its  major  purpose  is  to  conform  earlier 
proposed  program  regulations  to  the 
1976  and  1977  changes  in  the  authoriz¬ 
ing  legislation. 

On  November  5,  1976,  the  Commis¬ 
sioner  proposed  an  extensive  revision 
of  the  Guaranteed  Student  Loan  Pro¬ 
gram  regulation,  which  was  intended 
to  consolidate  statutory  changes  and 
program  policies  in  accordance  with 
section  503  of  Pub.  L.  92-318.  The  pro¬ 
posed  regulation  published  in  the  Fed¬ 
eral  Regis'ter  on  that  date  did  not. 
however,  attempt  to  implement  provi¬ 
sions  of  the  Education  Amendments  of 
1976,  enacted  on  October  12.  1976.  In¬ 
stead,  in  the  preamble  to  that  pro¬ 
posed  rule,  the  Commissioner  solicited 
public  comment  both  on  the  regula¬ 
tion  as  proposed  and  on  regulatory  im¬ 
plementation  of  relevant  provisions  of 
the  1976  statute.  In  view  of  the  exten¬ 
sive  impact  of  the  new  law  on  the 
GSLP,  the  Commissioner  deemed  it 
impractical  and  inappropriate  to  pub¬ 
lish  a  final  regulation  based  only  on 
the  November  5, 1976,  proposed  rule. 

Title  IV,  Part  B  of  the  Higher  Edu¬ 
cation  Act  of  1965,  as  amended,  autho¬ 
rizes  postsecondary  educational  finan¬ 
cial  assistance  in  the  form  of  low-inter¬ 
est  loans  to  students  through  the 
Guaranteed  Student  Losin  Program. 
The  program’s  benefits  are  available 
through  loan  guarantee  programs  of 
State  and  private  nonprofit  agencies, 
under  direct  State  loan  programs,  and 
under  limited  circumstances  through  a 
program  of  Federal  loan  insurance. 
Currently  27  State  or  private  nonprof¬ 
it  guarantee  agencies  are  active  in  the 
program.  No  direct  State  loan  pro¬ 
grams  exist  at  this  time.  The  Federal 
Insured  Student  Loan  Program 
(FISLP)  operates  in  those  States  not 
served  by  guarantee  agencies  and  in 
others  to  a  limited  extent. 

Policies  and  regulatory  provisions 
governing  the  Guaranteed  Student 
Loan  Program  have  grown  lengthier 
and  more  complex  since  the  program 
began.  Many  of  the  provisions  con¬ 
tained  in  the  November  5,  1976,  pro¬ 
posed  rule  (and  appearing  again  in 
this  proposed  rule)  are  designed  to  ad¬ 
dress  problems  which  emerged  during 
a  ijeriod  of  very  rapid  program  expan¬ 
sion.  Many  are  intended  to  help  mini¬ 
mize  the  risk  of  financial  loss  to  the 
United  States.  Moreover,  the  increas¬ 
ing  complexity  of  the  authorizing  leg¬ 
islation  is  directly  reflected  in  the 
comprehensive  regulation  now  pro¬ 
posed. 

While  most  of  the  differences  be¬ 
tween  the  November  5,  1976,  proposed 
rule  and  the  present  proposed  regula¬ 
tion  are  the  result  of  1976  and  1977 
statutory  amendments,  some  reflect 
policy  changes. 

Interested  parties  are  encouraged  to 
review  the  entire  regulation  package 
(including  both  earlier  and  newly  in¬ 
corporated  provisions),  and  to  commu- 
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nicate  their  comments  and  sugges¬ 
tions. 

The  escrow  agent  disbursment  plan 
proposed  in  a  separate  Notice  of  Pro¬ 
posed  Rulemaking  aL>o  published  on 
November  5,  1976,  and  affecting 

§§177.11  and  177.57(c).  has  not  been  in¬ 
cluded  in  this  proposed  regulation. 
The  Cotnmissioner  has  decided  that 
the  escrow  agent  proposal  is  not  prac¬ 
tical  to  pursue  at  this  time. 

This  comprehensive  proposed  regu¬ 
lation  consolidates  all  existing  and 
proposed  GSLP  regulatory  provLsions. 
It  retains  the  general  structure  pro- 
po.sed  in  the  November  5,  1976,  publi¬ 
cation.  An  updated  table  of  contents  is 
included  for  reader  convenience.  Sec¬ 
tion  numbers  of  corresponding  regula¬ 
tory  provisions  currently  in  effect 
appear  in  parentheses. 

Part  177— Guaranteed  Student  Loan 
Program 

SUBPART  A— PURPOSE  AND  SCOPE 

Sec. 

177.1  Program  purpose  and  statutory  au¬ 
thority. 

177.2  Guarantee  agency  program.s. 

177.3  Reser\’'d. 

177.4  Ferleral  Insured  Student  Loan  Pro¬ 
gram  (FISLP). 

177.5  Applicability  of  Subparts  in  Part  177. 

SUBPART  B— GENERAL  PROVISIONS 

177.11  Definitions.  (177.1) 

177.12  Student  eligibility.  ( 177.1) 

177.13  Permissible  charges  to  students. 
(177.6) 

177.14  Prohibited  transactions.  (177.6) 

177.15  Affidavit.  (177.10) 

177.16  Forms. 

177.17  Refunds. 

Subpart  c— federal  payments 

177.21  Interest  benefits  to  lenders  on 
behalf  of  eligible  students.  (177.2,  177  4) 

177.22  Adjusted  family  Income.  (177.3) 

177.23  Special  allowance  payments  to  lend¬ 
ers.  (177.4) 

177.24  Penalty  interest  payments  to  lend¬ 
ers. 

177.25  Death,  disability,  and  bankruptcy 
payments  to  lenders  and  gurantee  agen¬ 
cies.  (177.5) 

177.28  Administrative  cost  allowance  to 
lenders.  (177.4) 

177.27  Administrative  cost  allowance  to 
participating  schools. 

Subpart  d — guarantee  agfjicy  programs 

177.31  Scope. 

177.32  Agreements  between  guarantee 
agencies  and  the  Commi.s.sioner. 

177.33  Payment  of  Federal  interest  bene¬ 
fits.  (177.12) 

177.34  Payment  of  P'ederal  advances  for  re- 
.serve  funds.  (Subpart  C) 

177  35  Payment  of  additional  Federal  ad¬ 
vances  for  meeting  guarantee  agency  in¬ 
surance  obligations. 

177.36  Federal  reinsurance.  (Subpart  D) 

177.37  Supplemental  Federal  reinsurance. 

177.38  Administrative  cost  allowance  for 
guarantee  ageiKies. 

177.39  Records,  reports,  and  inspection  re¬ 
quirements  for  guarantee  agency  pro¬ 
grams.  (177.8) 


SUBPAJtT  B— RESERVED 

SUBPART  P— FEDERAL  INSURED  STUDENT  LOAN 

program 

Sec. 

177.51  Circumstances  under  which  and 
extent  to  which  loans  may  be  federally 
insured.  (177.41) 

177.52  Agreements  between  eligible  lenders 
and  the  Commissioner.  (177.42) 

177.53  Conditions  for  insurability  of  indi¬ 
vidual  loans.  (177.44) 

177.54  Limitations  on  maximum  loan 
amounts.  (177.43) 

177.55  Issuance  of  Federal  loan  insuran<re. 
(177.42) 

177.56  Insurance  premiums.  (177.45) 

177.57  Disbursement  of  loans.  (177.46) 

177.58  Repayment  of  loans.  (177.46) 

177.59  Due  diligence.  (177.48) 

177.60  Forbearance.  (177.51) 

177.61  Transfers  of  insured  loans.  (177.49) 

177.62  Death,  disability,  and  bankruptcy. 
(177.47) 

177.63  Cessation  of  lender  collection  activ¬ 
ity  in  certain  cases. 

177  64  Procedures  for  filing  and  payment 
of  claims.  (177.48) 

177.65  Eletermination  of  amount  of  loss  on 
claims.  (177.52) 

177.66  Records,  reports,  and  inspection  re¬ 
quirements ‘for  the  Federal  Insured  Stu¬ 
dent  Loan  Program.  ( 177.8) 

177.67  Collection  efforts  by  the  Commis¬ 
sioner  after  payment  of  claims. 

SUBPART  G— REQUIREMENTS  AND  STANDARDS  FOR 
PARTICIPATING  EDUCATIONAL  INSTITUTIONS 

177.71  Agreements  between  eligible  schools 
and  the  Commissioner.  (177.61) 

177.72  Agreements  between  the  Commis¬ 
sioner  and  eligible  schools  which  make 
or  originate  loans. 

177.73  Records,  reports,  and  inspection  re¬ 
quirements  for  participating  schools. 
(177.62) 

177.74  Student  information.  (177.84) 

177.75  Admissions  (rriteria  for  a  vocational, 
trade,  or  career  program.  (177.65) 

177.76  liCnding  eligibility  standard  for  par¬ 
ticipating  schools. 

177.77  Notification  to  lender  of  change  In 
student  enrollment  status. 

177.78  Certifications  by  a  participating 
sch(x>l  in  connection  with  a  student  loan 
application.  (177.1,  177.2,  177.44) 

177.79  lA>an  disbursement  responsibilities 
of  a  participating  school. 

SUBPART  H— PROCEDURES  POR  THE  LIMITATION. 
SUSPENSION,  OR  TERMINATION  OF  THE 
ELIGIBILITY  OF  LENDERS  UNDER  THE  FEDERAL 
INSURED  STUDENT  LOAN  PROGRAM 

177.81  Purpose  and  scope.  (177.71) 

177  82  Definitions.  (177.72) 

177.83  Effect  on  prior  participation. 

(177.74) 

177.84  Informal  compliance  procedure. 

(177.75) 

177.85  Emergency  action.  (177.76) 

177.86  Suspension  proceedings.  (177.76) 

177.87  Limitation  or  termination  proceed¬ 
ing.  (177.77) 

177.86  Initial  and  final  decisions.  (177.77) 

177.89  Verification  of  mailing  dates. 

177.90  Effect  of  a  susperLsion  or  termina¬ 
tion  proceeding. 

177.91  Limitation.  (177.73) 

177.92  Reimbursements,  refunds,  and  off¬ 
sets.  (177.73) 

177.93  Reinstatement  after  termination. 
(177.78) 

177.94  Kemotal  of  limiUtion.  (177.78) 


The  following  descriptions  of  indi¬ 
vidual  sections  of  the  propo.sed  regula¬ 
tion  are  intended  to  highlight  some  of 
the  major  differences  between  this 
document  and  the  November  5,  1976, 
proposed  rule.  These  descriptions  are 
arranged  In  the  order  of  their  corre¬ 
sponding  sections  in  the  proposed  reg¬ 
ulation.  They  do  not,  however.  Include 
all  regulatory  changes.  The  reader 
should  consult  the  proposed  regula¬ 
tion  sections  for  precise  guidance  on 
matters  referred  to  in  this  Preamble. 

SUBrART  A— PhlRPOSE  AND  SCOPE 

1.  ThLs  Initial  subpart  provides  a 
brief  overview  of  the  Guaranteed  Stu¬ 
dent  Loan  Program  (GSLP)  and  the 
provisions  of  Part  177.  This  subpart 
has  been  revised  to  reflect  the  major 
new  elements  of  the  GSLP  created  by 
the  Education  Amendments  of  1976 
(Pub.  L.  94  482). 

2.  Section  177.3,  Direct  Student  Loan 
Programs,  of  the  earlier  proposed  reg¬ 
ulation  has  been  reserved.  Subpart  E 
ha.s  also  been  reserved.  Although  the 
Higher  Education  Act  continues  to  au¬ 
thorize  interest  benefits,  death,  dis¬ 
ability,  and  bankruptcy  payments  for 
eligible  loans  made  by  approved  State 
student  loan  programs  not  seeking 
Federal  or  guarantee  agency  insurance 
for  those  loans,  no  such  programs  cur¬ 
rently  exist.  The  Commissioner  be¬ 
lieves  that  regulatory  provisions  for 
these  programs  are  obsolete  since  it  is 
not  likely  that  any  will  be  established 
in  the  future.  In  view  of  the  Federal 
insurance  and  reinsurance  programs 
now  available  to  State  lenders.  The  ex¬ 
istence  of  a  regulation  subpart  entitled 
"Direct  State  Loan  Programs"  has 
caused  considerable  confusion  among 
program  participants  involved  with 
State  loan  programs  insured  under  the 
Federal  Insured  Student  Loan  pro¬ 
gram  (Subpart  P)  or  guarantee  agency 
in.surance  programs  (Subpart  D), 
which  are  widely  known  as  "direct 
State  loan  programs".  Therefore,  the 
Commi.ssioner  proposes  to  delete  all 
references  to  direct  State  loan  pro¬ 
gram.s  from  Part  177. 

Subpart  B— General  Provisions 

1.  Definitions  (§  177.11).-a.  The 
reader  should  note  that  although  the 
term  “default  rate"  appears  nowhere 
in  the  regulation,  several  sections  pre¬ 
scribe  ratios  which  are  to  be  used  in 
measuring  default  experience.  Many 
of  these  are  prescribed  by  statute  for 
specific  purposes.  The  following  sec¬ 
tions  set  forth  measures  which  may  be 
known  as  "default  rates”;  §  177.37  (b) 
and  (c)  relating  to  guarantee  agencies, 
§  177.51(d)(1)  and  (3)  relating  to 
FlSIiP  State  agency  lenders, 
§  177.52(c)  (vi)  and  (vii)  relating  to 
FISIjP  lenders,  and  §  177.76(a)  relating 
to  all  GSLP  school  lenders.  In  addi¬ 
tion.  §  168.18  of  45  CFR  168,  affecting 
all  Title  IV  student  assistance  pro- 
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grams,  sets  forth  a  “default  rate’’  stan¬ 
dard  for  all  participating  schools.  It 
should  be  noted  that  each  prescribed 
measure  is  calculated  differently. 

b.  A  revised  definition  of  “disburse¬ 
ment”  incorporates  new  statutory  lan¬ 
guage  requiring  the  transfer  of  loan 
proceeds  from  the  lender  to  the  stu¬ 
dent  borrower  to  be  by  check  requir¬ 
ing  the  pesonal  endorsement  of  the 
borrower. 

c.  The  term  “eligible  institution"  or 
“institution”  is  replaced  by  “eligible 
educational  institution”  or  “school”  in 
many  places  throughout  this  proposed 
rule.  This  change  is  intended  to  be 
eliminate  confusion  between  eligible 
educational  institutions  and  other, 
non-educational  institutions,  such  as 
banks,  which  are  also  referred  to  in 
the  regulation.  In  conformance  with 
the  Education  Amendments  of  1976, 
the  definition  of  “eligible  educational 
institution”  has  been  amended  to  pro¬ 
hibit  the  use  or  employment  of  com¬ 
missioned  salemen  to  promote  the 
availability  of  the  Guaranteed  Stu¬ 
dent  Loan  Program. 

d.  The  definition  of  “eligible  lender” 
is  revised  to  reflect  the  Education 
Amendments  of  1976.  Among  other 
changes,  a  commercial  “regulated” 
lender  may  not  be  an  “eligible  lender” 
for  purposes  of  the  Guaranteed  Stu¬ 
dent  Loan  Program  if  guaranteed  stu¬ 
dent  loans  represent  more  than  half  of 
the  dollar  volume  of  its  consumer  loan 
portfolio,  and  a  participating  school 
may  not  be  an  “eligible  lender”  if  it  is 
a  home  study  school  or  If  it  does  not 
employ  at  least  one  full-time  financial 
aid  officer. 

e.  For  reader  convenience  the  defini¬ 
tions  of  “estimated  cost  of  atten¬ 
dance”  and  “estimated  financial  assis¬ 
tance”  now  appear  in  the  definitions 
section.  They  earlier  appeared  in 
§  177.21  only. 

g.  “Grace  period”  is  newly  defined  to 
simplify  reference  to  the  9  to  12 
month  period  between  the  date  a  bor¬ 
rower  leaves  school  and  the  date  re¬ 
payment  of  the  loan  Is  required  to 
begin. 

h.  The  definition  of  “institution  of 
higher  education”  incorporates  provi¬ 
sions  of  the  Education  Amendments  of 
1976.  This  new  definition  broadens  the 
scope  of  “institution  of  higher  educa¬ 
tion”  to  include  schools  which  admit 
students  who  are  beyond  the  age  of 
compulsory  school  attendance  in  the 
State  in  which  the  school  is  located. 

i.  A  definition  of  “origination”  is 
proposed  to  implement  Section  433 
and  other  new  provisions  of  the 
Higher  Education  Act.  “Origination” 
refers  to  the  special  relationship  be¬ 
tween  a  school  and  a  lender,  in  which 
the  lender  delegates  to  the  school  sub¬ 
stantial  functions  or  responsibilities 
normally  performed  by  lenders  before 
making  loans. 

j.  “School  lender”  is  a  new  defini¬ 
tion.  proposed  in  order  to  simplify  ref¬ 


erence  to  a  participating  school  which 
has  been  approved  by  the  Commission¬ 
er  or  a  guarantee  agency  as  an  eligible 
lender  under  the  program. 

2.  Section  177.12,  Student  eligibility. 
is  a  new  section  combining  the  new 
student  eligibility  provisions  of  the 
statute,  existing  GSLP  policies,  and 
elements  found  in  the  definition  of 
student  in  the  existing  regulation. 

3.  Section  177.13,  Permissible 
charges  to  students,  has  been  revised 
to  reflect  newly  proposed  policies  in 
the  area  of  interest  compounding  or 
“capitalization”  (the  addition  of  inter¬ 
est  to  principal  balance).  It  is  proposed 
that  in  reporting  the  unpaid  principal 
balance  of  a  loan  for  purposes  of  spe¬ 
cial  allowance  (§  177.23)  and,  when  eli- 
gibile.  Federal  interest  benefits 
(§177.21).  a  lender  may  include  ac- 
cured  interest  which  has  been  added 
to  principal  with  regard  to  the  borrow¬ 
er’s  obligation  to  the  lender.  The  cir¬ 
cumstances  under  which  the  addition 
of  interest  to  principal  balance  (and 
thus  the  compounding  of  interest) 
may  take  place  for  loans  made  under 
Subpart  D  may  be  prescribed  by  indi¬ 
vidual  guarantee  agencies  within 
guidelines  established  by  this  pro¬ 
posed  rule.  For  loans  m;^de  under  the 
Federal  Insured  Student  Loan  Pro¬ 
gram,  however,  “capitalization  of  in¬ 
terest”  may  take  place  only  in  the  fol¬ 
lowing  instances: 

a.  Interest  £ux:ruing  on  nonsubsidized 
loans  during  the  in-school  and  grace 
periods,  when  added  to  principal  at 
the  beginning  of  the  repayment 
period.  as  authorized  under 
§  177.58(h); 

b.  Interest  accuring  on  nonsubsi¬ 
dized  loans  during  periods  of  autho¬ 
rized  deferment  when  added  to  princi¬ 
pal  at  the  time  repayment  is  resumed 
under  §  177.58(g); 

c.  Interest  accruing  during  autho¬ 
rized  periods  of  forebearance  under 
§  177.60,  provided  that  the  interest  is 
added  to  the  principal  balance  at  the 
time  repayment  actually  begins;  and 

d.  Interest  accuring  during  periods 
of  initial  delinquency  between  the 
date  repayment  is  due  to  begin  and 
the  date  repayment  actually  begins 
(under  §  177.58(h)),  provided  that  the 
interest  is  added  to  the  principal  bal¬ 
ance  at  the  time  repayment  begins. 

The  Education  Amendments  of  1976 
removed  statutory  impediments  to  the 
establishment  of  these  policies.  Earlier 
proposed  policies  in  this  area  were  un¬ 
clear  and  would  have  required  “double 
bookkeeping”  on  the  part  of  lenders  in 
some  cases.  Although  these  new  poli¬ 
cies  may,  in  some  cases,  involve  slight¬ 
ly  Increased  student  interest,  as  well  as 
Federal  interest  and  special  allowance 
liabilities,  these  considerations  are 
outweighed  by  the  general  positive 
impact  these  policies  are  expected  to 
have  in  curtailing  default  claims  and 
encouraging  lender  participation. 


4.  Section  177.14,  Prohibited  Trans¬ 
actions,  has  been  revised  in  order  to 
clarify  program  policy  in  this  area.  In 
order  to  encourage  the  availability  of 
loan  capital,  the  Student  Loan  Mar¬ 
keting  Association  is  specifically 
exempted  from  the  prohibition  against 
the  purchase  of  loan  notes  at  discount. 
The  maintenance  of  non-interest  bear¬ 
ing  “compensating  balances”  with  a 
lender  as  a  condition  of  its  making 
loans  available  to  students  at  a  par¬ 
ticular  school  will  continue  to  be 
view'ed  by  the  Commissioner  as  a  viola¬ 
tion  of  this  provision. 

Subpart  C— Federal  Payments 

1.  Section  177.21,  Interest  benefits  to 
lenders  on  behalf  of  eligible  students, 
has  been  revised  to  accommodate  sev¬ 
eral  statutory  changes.  These  revisions 
include  the  following: 

a.  The  adjusted  family  Income  limit 
below  which  student  borrowers  auto¬ 
matically  qualify  for  Federal  interest 
benefits  has  been  raised  from  $15,000 
to  $25,000; 

b.  For  students  applying  for  Federal 
interest  benefits  and  attending  foreign 
schools,  if  a  determination  of  need  and 
recommendation  of  subsidized  loan 
amount  is  necessary  these  will  be 
made  by  the  Commissioner  or  the 
guarantee  agency,  as  appropriate, 
rather  than  by  the  foreign  school, 

2.  Sections  177.21(b)(4)  and  177.23(f) 
are  new'  provisions  regarding  the  pay¬ 
ment  of  interest  and  special  allowance 
for  approved  multiple  installment 
loams.  Upon  meeting  the  requirements 
set  forth  in  these  provisions,  a  lender 
may  be  paid  interest  and  special 
allowance  on  a  loan,  based  on  the 
whole  loan  amount,  even  though  only 
a  portion  of  the  loan  has  actually  been 
disbursed. 

3.  Section  177.23,  Special  allowance 
payments  to  lenders,  dealing  with  spe¬ 
cial  allowance  paid  to  holders  of  loans, 
has  been  revised  to  incorporate  provi¬ 
sions  of  the  Education  Amendments  of 
1976.  The  rate  of  the  special  allowance 
will  be  calculated  according  to  the  for¬ 
mula  stipulated  by  the  law  based  on 
the  interest  rate  on  91-day  Treasury 
notes.  If  the  special  allowance  rate  for 
any  single  3-month  period  would  cause 
the  special  allowance  rate  for  the  12- 
month  period  then  ending  to  exceed  5 
percent,  then  the  rate  determining  the 
special  allowance  to  be  paid  for  that  3- 
month  period  will  be  reduced  to  the 
highest  one-eight  of  1  percent  which 
would  not  result  in  such  an  excess. 

4.  Section  177.24,  Penalty  interest 
payments  to  lenders,  is  based  on  new 
provisions  of  the  Act  requiring  the 
Commissioner  to  make  a  special  pay¬ 
ment  as  an  addition  to  a  lender’s  regu¬ 
lar  special  allowance  payment  reflect¬ 
ing  the  daily  accrual  of  interest  on  any 
payments  of  interest  or  special 
allow'ance  which  are  over  30  days  late. 

5.  Section  177.25,  Death,  disability, 
and  bankruptcy  payments  to  lenders 
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and  guarantee  agencies,  and  several 
other  sections,  have  undergone  signifi¬ 
cant  revision  to  incorporate  new  statu¬ 
tory  provisions  for  the  treatment  of 
bankruptcy  on  the  part  of  the  student 
borrower.  Bankruptcy  has  been  added 
as  a  circumstance  under  which  the 
Commissioner  will  pay  the  borrower’s 
loan  obligation  (including  both  princi¬ 
pal  and  interest).  Although  the  statute 
provides  for  payment  by  the  Commis¬ 
sioner  upon  “discharge”  of  the  bor¬ 
rower’s  obligation  in  bankruptcy,  this 
regulation  provides  for  payment  of  a 
bankruptcy  claim  upon  the  borrower’s 
“adjudication  as  a  bankrupt,”  an  earli¬ 
er  step  in  bankruptcy  proceedings. 
This  is  In  keeping  with  existing  prac¬ 
tices  and  is  considered  a  more  work¬ 
able  procedure.  This  allows  the  Com¬ 
missioner  to  establish  an  early  and 
continuing  position  in  the  bankruptcy 
proceedings  in  order  to  protect  the  in¬ 
terests  of  the  United  States.  It  also 
avoids  imposing  undue  burdens  on  the 
lender  while  legal  and  administrative 
questions  are  being  worked  out  if  adju¬ 
dication  occurs  during  the  moratorium 
on  bankruptcy  discharge  (five  years 
from  the  beginning  of  the  repayment 
period)  applicable  to  each  loan  under 
section  439A  of  the  Higher  Education 
Act,  as  amended.  For  record  keeping 
purposes  only,  if  discharge  does  not 
take  place  (or  if  only  a  portion  of  the 
loan  obligation  is  discharged),  the 
Commissioner  will  consider  the  origi¬ 
nal  payment  of  the  claim  (or  a  portion 
thereof,  as  applicable)  as  a  default 
rather  than  as  a  bankruptcy  payment. 
As  with  death  and  disability  claims, 
guarantee  agencies  will  act  on  behalf 
of  the  Commissioner  in  paying  bank¬ 
ruptcy  claims  to  lenders  under  their 
programs.  Section  177.25(b)(6)  ad¬ 
dresses  those  cases  in  which  a  guaran¬ 
tee  agency  has  paid  a  bankruptcy 
claim  upon  adjudication,  but  it  ap¬ 
pears  that  the  loan  is  not  likely  to  be 
discharged  in  bankruptcy. 

6.  Section  177.27,  Administrative 
cost  allowance  to  participating 
schools,  is  a  new  section.  As  provided 
by  the  Education  Amendments  of 
1976,  a  participating  school  is  eligible 
to  be  paid  by  the  Commissioner  an 
annual  payment  equivalent  to  ten  dol¬ 
lars  per  student  enrolled  at  that  insti¬ 
tution  who  receives  a  loan  under  the 
GSLP.  The  amount  of  a  school’s 
allowance  is  contingent  upon  the 
amount  of  funds  appropriated  by  Con¬ 
gress.  The  school  must  use  the  pay¬ 
ment  first  to  provide  student  consum¬ 
er  information  services  in  accordance 
with  Part  178,  and  second  for  other 
costs  of  administering  Federal  student 
financial  aid  programs  under  Title  IV 
of  the  Higher  Education  Act. 

Subpart  D— Guarantee  Agency 
Programs 

1.  The  clause  in  §  177.32(c)  (as  pub¬ 
lished  in  the  November  5,  1976,  pro¬ 


posed  rule)  setting  forth  the  Commis¬ 
sioner’s  authority  to  withhold  pay¬ 
ments  to  lenders  whose  loans  are  in¬ 
sured  by  a  guarantee  agency  whenever 
the  agency  is  found  to  be  in  violation 
of  a  statute,  regulation,  or  agreement 
has  been  deleted.  The  Office  of  Educa¬ 
tion  agrees  with  commenters  that  this 
provision  would  have  exposed  guaran¬ 
tee  agency  lenders  to  undue  liability. 

2.  Section  177.33,  Payment  of  Federal 
interest  benefits,  has  been  extensively 
revised  as  follows  to  reflect  changes 
contained  in  the  Education  Amend¬ 
ments  of  1976. 

a.  Section  177.33(a)(i)  limits  loan  in¬ 
surance  per  academic  year  to  $2,500  to 
any  student  who  has  not  completed  a 
program  of  undergraduate  education, 
and  to  $5,000  to  any  graduate  or  pro¬ 
fessional  student  (as  defined  in 
§177.11).  Section  177.33(a)(l)(ii)  in¬ 
creases  the  allowable  aggregate  in¬ 
sured  loan  limit  for  graduate  and  pro¬ 
fessional  students  from  $10,000  to 
$15,000.  These  new  loan  limits  also 
apply  to  the  Federal  Insured  Student 
Loan  Program,  as  provided  in 
§  177.54(c). 

b.  Section  177.33(a)(l)(iii)  restricts 
to  $2,500  of  50  percent  of  the  estimat¬ 
ed  cost  of  the  student’s  attendance, 
whichever  is  less,  the  amount  of  loans 
to  a  student  for  his  or  her  first  year  of 
postsecondary  education  which  are 
made  by  a  lending  agency  of  a  State, 
by  a  private  nonprofit  lending  agency 
designated  by  a  State,  or  which  are 
made  or  originated  by  an  educational 
institution.  'The  new  requirement  also 
applies  to  the  Federal  Insured  Student 
Loan  Program,  as  provided  in 
§  177.54(a). 

c.  Section  177.33(a)(l)(iv)  requires 
that  any  loan  of  more  than  $1,500 
which  is  made  or  originated  by  an  eli¬ 
gible  school  to  a  student  for  his  or  her 
first  year  of  postsecondary  education 
must  be  disbursed  in  two  or  more  in¬ 
stallments  and  must  meet  several 
other  requirements.  These  provisions 
also  apply  to  the  Federal  Insured  Stu¬ 
dent  Loan  Program,  and  are  contained 
in  §  177.54(a)(3). 

d.  Section  177.33(a)(l)(vii)  has  been 
revised  to  allow  flexibility  in  the  de¬ 
termination  of  a  borrower’s  repayment 
schedule.  If  the  borrower  requests 
that  his  or  her  repayment  schedule  be 
of  shorter  duration  or  begin  earlier 
than  otherwise  required,  the  lender 
may  agree  to  the  request,  A  lender 
may  not  compel  borrower  agreement 
to  such  a  schedule.  If  a  borrower  ar¬ 
ranges  with  the  lender  a  repayment 
period  of  less  than  five  years,  the  bor¬ 
rower,  at  any  time  during  the  repay¬ 
ment  period,  may  have  the  total  re¬ 
payment  period  extended  to  at  least 
five  years. 

e.  Section  177.33(a)(l)(xiii)  has  been 
revised  to  provide  two  exceptions  to 
the  $360  minimum  annual  repayment 
requirement.  If  the  borrower  and 


lender  agree,  repayment  may  be  at  a 
rate  of  less  than  $360  per  year.  In  the 
case  of  a  husband  and  wife  both 
having  guaranteed  student  loans  out¬ 
standing.  it  is  required  only  that  the 
total  combined  payments  of  the  couple 
amount  to  $360  per  year.  However,  in 
no  case  may  these  provisions  result  in 
an  extension  of  the  maximum  10  and 
15  year  periods  described  in 
§  177, 33(a)(1)  (vi)  and  (vil).  Similar 
provisions  are  also  found  in  §  177.58 
applying  to  the  Federal  Insured  Stu¬ 
dent  Loan  Program. 

3.  Section  177,33(a)(l)(xvii)  has  been 
redrafted  to  accommodate  statutory 
changes  providing  two  additional  au¬ 
thorized  periods  of  deferment:  (1) 
During  a  period  when  the  borrower  is 
pursuing  a  course  of  study  under  a 
graduate  fellowship  program  approved 
by  the  Commissioner  and  (2)  during  a 
single  period  of  no  longer  than  12 
months,  at  the  request  of  the  borrow¬ 
er,  during  which  the  borrower  is  seek¬ 
ing  but  unable  to  find  full-timed  em¬ 
ployment.  Detailed  requirements  for 
each  of  these  deferments  applying  to 
both  the  Federal  Insured  Student 
Loan  Program  and  guarantee  agency 
programs  are  elaborated  in  §  177.58(g) 
of  the  regulation. 

4.  Section  177.33(a)(l)(xlx)  reflects 
the  new  statutory  requirement  that  a 
student  borrower  keep  the  lender  in¬ 
formed  of  any  change  in  his  or  her  ad¬ 
dress.  The  requirement  applies  also  to 
the  Federal  Insured  Student  Loan 
Program,  as  provided  in  §  177.53(a)(7). 

5.  Section  177.33(aKl)(xx)  sets  forth 
general  Office  of  Education  policy  re¬ 
garding  guarantee  agency  establish¬ 
ment  and  dissemination  of  standards 
and  procedures.  Among  other  things,  a 
guarantee  agency  must  establish  stan¬ 
dards  of  timely  filing  of  claims  and  of 
“due  diligence”  in  the  making  and  col¬ 
lection  of  loans.  Both  must  be  compa¬ 
rable  to  those  of  the  Federal  Insured 
Student  Loan  FTogram.  All  of  a  guar¬ 
antee  agency’s  standards  and  proce¬ 
dures  are  subject  to  approval  by  the 
Commissioner. 

6.  Section  177.33(a)(l)(xxi)  is  a  new 
provision  reflecting  the  statutory  re¬ 
quirement  that  funds  borrowed  by  a 
student  must  be  disbursed  by  check 
payable  to  the  order  of  the  student 
and  requiring  the  student’s  personal 
endorsement.  The  proposed  regulation 
requires  that  each  check  carry  the 
legend  “GSLP— Payee  Endorsement 
Required,”  which  may  be  affixed  by 
the  lender  by  stamp  or  other  means. 
Under  the  Uniform  Commercial  Code, 
which  is  in  force  in  most  slates,  a 
check  legend  of  this  kind  Is  the  only 
means  of  ensuring  that  the  student 
will  personally  endorse  each  loan 
check,  as  Congress  intends.  The  legend 
also  serves  to  identify  the  check  as  a 
GSLP  loan  disbursement,  a  need  ex¬ 
pressed  by  several  commenters.  A  simi¬ 
lar  requirement  appears  in  §  177.57 
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with  respect  to  loans  made  under  the 
Federal  Insured  Student  Loan  P*ro- 
gram. 

7.  Section  177.33(aKl)(xxiil)  reflects 
the  new  statutory  requirement  that 
the  school  which  certified  the  borrow¬ 
er’s  enrollment  be  notified  as  to  the 
guarantee  agency’s  insurance  of  the 
borrower’s  loan,  the  amount  of  the 
loan,  and  the  name  of  the  lender 
which  made  the  loan.  This  notification 
may  be  accomplished  In  one  of  the  fol¬ 
lowing  ways:  (1)  Transmittal  of  the 
specified  information  by  either  the 
lender  or  the  guarantee  agency  itself 
to  the  school  within  30  days  of  the  ini¬ 
tial  disbursement  of  loan  proceeds,  or 
(2)  lender  transmittal  of  all  checks  for 
the  proceeds  of  the  borrower’s  loan  to 
the  school  for  delivery  to  the  borrow¬ 
er.  For  loans  insured  under  the  Feder¬ 
al  Insured  Student  Loan  Program,  this 
statutory  provision  is  reflected  in 
§  177.57(c)(2)  which  requires  that  all 
lenders  under  Subpart  P  which  are  not 
schools  must  disburse  loan  checks 
through  the  borrower’s  school.  The  re¬ 
sponsibilities  of  schools  in  delivering 
loan  checks  to  students  are  set  forth 
in  §  177.79. 

8.  The  “need  test”  of  §  177.34  for  re¬ 
ceipt  of  advances  for  guarantee  agency 
reserve  funds  under  that  section  has 
been  modified.  It  is  proposed  that  the 
requirement  that  an  agency’s  reserve 
fimd  be  75  percent  encumbered  by 
loan  insurance  before  advances  may  be 
made  will  not  apply  to  an  initial  ad¬ 
vance  of  up  to  $50,000  to  an  agency 
which  became  active  on  or  after  Octo¬ 
ber  1, 1976. 

9.  Section  177.35,  Payment  of  addi¬ 
tional  Federal  advances  for  meeting 
guarantee  agency  insurance  obliga¬ 
tions,  reflects  a  new  provision  of  the 
law  whereby  the  Commissioner  is  au¬ 
thorized  to  make  payments  of  addi¬ 
tional  Federal  advances  to  guarantee 
agencies  for  the  limited  purpose  of 
meeting  insurance  obligations.  These 
payments  are  limited  to  State  guaran¬ 
tee  agencies  unless  a  particular  State 
does  not  have  a  State  student  loan  in¬ 
surance  program  of  its  own  in  a  par¬ 
ticular  year,  in  which  case  the  Com¬ 
missioner  may  make  advances  to  one 
or  more  private  nonprofit  guarantee 
agencies  in  that  State.  Section 
177.35(d)  describes  the  formula  for  de¬ 
termining  the  amount  the  Commis¬ 
sioner  shall  advance  to  each  qualifying 
guarantee  agency  shall  be  equal  to  10 
percent  of  the  original  principal 
amount  of  loans  made  by  lenders 
which  were  insured  by  an  agency  and 
which  entered  repayment  during  the 
fiscal  year  immediately  preceeding  the 
fiscal  year  in  which  the  advance  is  to 
be  made,  reduced  by  (1)  the  amount  of 
any  earlier  advance(s)  made  imder 
§  177.35  and  (2)  the  amount  of  the  un¬ 
spent  balance  of  the  advances  made 
under  §  177.34  (a  figure  derived  using  a 
prescribed  formula).  Furthermore,  if 


fully  funded  by  Congress,  the  mini¬ 
mum  amount  of  any  advance  to  an 
“old”  guarantee  agency  (as  described 
in  §177.35(0(1))  .shall  be  $50,000  for 
its  first  year  of  entitlement,  and  to  a 
“new”  agency  (as  described  in 
§  177.35(cK2))  shall  be  $50,000  for  each 
year  of  its  entitlement.  “New”  agen¬ 
cies  will  receive  advances  for  five  con¬ 
secutive  years,  while  “old”  agencies 
are  entitled  to  advances  for  three  con¬ 
secutive  years.  The  Commissioner  may 
make  advances  under  §  177.35  only  if 
the  guarantee  agency  agree.s:  (1)  To 
maintain  a  separate  fmid  or  account 
for  all  advances  made  by  the  Commis¬ 
sioner  under  that  section,  (2)  to  use 
earnings  made  on  any  investments  of 
these  advances  only  for  making  pay¬ 
ments  under  the  agency’s  insurance 
obligations,  and  (3)  to  repay  the  Com¬ 
missioner  when  the  sum  of  advances 
under  this  section  exceeds  20  piercent 
of  the  agency’s  outstanding  insurance 
obligation. 

10.  Section  177.36(a)has  been  modi¬ 
fied  to  clarify  the  fact  that  the  agency 
will  be  reimbursed  for  80  percent  of  its 
“lo.sses”  rather  than  80  percent  of  the 
amount  it  has  “expended”  in  discharg¬ 
ing  its  insurance  obligations.  This  dis¬ 
tinction  is  important  because  “losses” 
takes  into  account  payments  which 
may  have  been  made  by  a  borrower  to 
the  agency  after  the  payment  of  its  in¬ 
surance  obligation.  Section  177.36(a) 
has  also  been  revised  to  reflect  the 
statutory  changes  authorizing  the 
Commissioner  to  reimburse  the  guar¬ 
antee  agency  for  losses  on  both  princi¬ 
pal  and  accrued  Interest. 

11.  Section  177.36(c)(5)  provides  that 
payments  made  by  the  borrower  to  a 
guarantee  agency  after  payment  of  a 
reinsurance  claim  may  be  first  applied 
to  reduction  of  either  principal  or  in¬ 
terest  owing  on  the  loan  and  then 
against  other  charges.  This  provision 
also  appears  in  §177.37  with  respect  to 
supplemental  reinsurance. 

12.  Sections  177.36(cK5)  and  (d)  re¬ 
flect  the  new  statutory  provisions  pro¬ 
viding  that  guarantee  agencies,  in  de¬ 
termining  the  “equitable  share” 
amounts  to  be  remitted  to  the  Com¬ 
missioner  under  both  §177.36  and 
§177.36,  may  retain  up  to  30  percent  of 
payments  received  from  defaulted  bor¬ 
rowers  subsequent  to  the  agency’s  dis¬ 
charge  of  its  loan  insurance  obliga¬ 
tions  in  order  to  cover  administrative 
costs  of  loan  collection  and  preclaims 
assistance.  In  order  that  the  percent¬ 
age  retained  bear  a  relationship  to 
actual  collection  and  preclaims  assis¬ 
tance  costs  of  the  agency,  the  regula¬ 
tion  prescribes  a  formula  for  determin¬ 
ing  an  agency’s  retention  percentage 
based  on  the  average  of  such  costs 
during  the  preceding  fiscal  year  or  12- 
month  period.  An  agency  must  spend 
amounts  retained  under  this  provision 
only  for  costs  of  collection  and  pre¬ 
claim  assistance.  Funds  retained  but 


not  expended  for  these  purposes  may 
be  recalled  by  the  Commissioner  or 
used  to  offset  payments  due  the 
agency  from  the  Commissioner. 

13.  Section  177.37,  Supplemental 
Federal  reinsurance,  embodies  new 
statutory  provisions  included  in  the 
Education  Amendments  of  1976.  There 
are  several  features  of  this  new  rein¬ 
surance  option  which  are  different 
from  those  of  basic  reinsurance  (under 
§177.36).  As  set  forth  under  §177.37(a). 
the  Commissioner  may  enter  into  a 
supplemental  reinsurance  agreement 
with  any  guarantee  agency  having  a 
basic  reinsurance  agreement.  Under 
the  supplemental  Federal  reinsurance 
agreement,  the  Commissioner  will  re¬ 
imburse  the  agency  in  an  amount 
equal  to  100  percent  of  the  amount  of 
losses  Incurred  by  it  in  discharge  of  its 
insurance  obligations.  This  amount  re¬ 
imbursed  will  be  reduced  to  90  percent 
of  lo.sses  when  claims  paid  to  the  guar¬ 
antee  agency  in  any  fiscal  year  exceed 
5  percent  of  the  loan  amount  deter¬ 
mined  to  be  “in  repayment”  at  the  end 
of  the  preceding  fiscal  year,  and  re¬ 
duced  to  80  percent  of  losses  when  the 
amount  paid  for  those  claims  exceeds 
9  percent  of  that  figure.  Guarantee 
agencies  which  begin  their  programs 
or  recommence  program  activity  after 
October  1,  1976,  are  entitled  to  supple¬ 
mental  reinsurance  at  the  rate  of  100 
percent  of  losses  for  five  years  regard¬ 
less  of  their  default  experience.  Since 
the  Commissioner  cannot  calculate 
the  appropriate  reinsurance  rate  for 
an  agency  imder  this  provision  with¬ 
out  knowing  the  amount  of  loan  prin¬ 
cipal  that  was  “in  repayment”  at  the 
end  of  the  last  fiscal  year,  supplemen¬ 
tal  Federal  reinsurance  claims  cannot 
be  honored  during  a  fiscal  year  until 
the  guarantee  agency  has  submitted  a 
report  of  that  amount  calculated  in  ac¬ 
cordance  with  §177.37(c).  The  Commis¬ 
sioner’s  entrance  into  a  supplemental 
reinsurance  agreement  with  an  agency 
is  contingent  upon  the  agency  meeting 
certain  requirements.  These  require¬ 
ments  include:  (1)  Insuring  loans  of  up 
to  $2,500  for  undergraduates  and 
$5,000  for  graduate  and  professional 
students,  (2)  insuring  not  less  than  100 
percent  of  the  unpaid  principal  of  the 
loan  balance,  (3)  providing  no  restric¬ 
tions  on  the  insurance  of  loans  to 
State  residents  who  are  attending 
schools  outside  the  State,  (4)  provid¬ 
ing  no  more  onerous  restrictions  on 
school  eligibility  than  those  imposed 
under  the  Federal  Insured  Student 
Loan  Program  unless  a  school’s  eligi¬ 
bility  has  been  limited,  suspended,  or 
terminated  by  either  the  Office  of 
Education  or  the  guarantee  agency,  or 
unless  there  is  a  State  constitutional 
prohibition  affecting  the  eligibility  of 
the  school.  (5)  approving  school  lend¬ 
ers  under  reasonable  criteria  (subject 
to  approval  of  the  Commissioner),  and 
(6)  making  an  annual  report  to  the 
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Commissioner  on  criteria,  procedures, 
and  actions  with  respect  to  school 
lenders. 

14.  Section  177.38.  Adminstrative 
cost  allowance  for  guarantee  agencies. 
reflects  the  new  statutory  provision 
authorizing  the  Commissioner  to  make 
payments  of  one-half  of  1  percent  of 
an  agency’s  new  Insured  loan  principal 
to  those  agencies  meeting  prescribed 
conditions  to  promote  lender  partici¬ 
pation  and  to  meet  loan  collection 
costs,  cost  of  preclaims  assistance,  and 
other  administrative  costs.  An  addi- 
tonal  "secondary  allowance”  of  one- 
half  of  1  percent  of  new  loan  volume 
may  be  made  to  any  guarantee  agency 
which  has  entered  into  a  reinsurance 
agreement  under  §177.36.  meets  the 
conditions  prescribed  for  supplemental 
reinsurance,  and  also  agrees  not  to  re¬ 
strict  loan  insurance  with  respect  to 
students  who  are  not  residents  of  the 
State  who  are  attending  residential 
schools  within  that  State.  The  Com¬ 
missioner  proposes  to  pay  these 
allowances  on  a  reimbursement  basis 
to  meet  cost  incurred  by  an  agency 
during  the  period  upon  which  the  cal¬ 
culation  of  new  insured  loan  volume  is 
based.  Section  177.38(a)(2)  provides  a 
formula  for  the  expenditure  of  the 
primary  allowance  among  categories 
of  administrative  costs  incurred  by  an 
agency.  The  secondary  administrative 
allowance  must  be  ased  to  reimburse 
the  same  kinds  of  costs,  but  the  costs 
reimbursed  need  not  bear  the  formula 
relationship  prescribed  for  the  prima¬ 
ry  allowance.  If  an  agency’s  cost  arc 
not  sufficient  with  respect  to  commeri- 
cal  lender  promotion  or  loan  collection 
and  preclaim  assistance  during  a  par¬ 
ticular  payment  period  to  Justify  the 
entire  primary  allowanace  amount 
based  on  new  insured  loan  volume,  the 
agency’s  primary  allowances  for  that 
period  will  be  reduced  accordingly. 
Also,  administrative  costs  of  loan  col¬ 
lection  and  preclaim  assistance  reim¬ 
bursed  under  §177.38  must  be  over  and 
above  those  costs  for  which  funds 
were  retained  by  the  agency  under 
§ 177.36(d)  in  any  administrative 
allowance  payment  period.  The  admin¬ 
istrative  cost  allowance  require  annual 
applications  setting  forth  certain  as¬ 
surances  and  estimates. 

15.  Section  177.39,  Records,  reports, 
and  inspection  requirements  for  guar¬ 
antee  agency  programs,  has  been 
modified  to  reflect  the  1976  statutory 
provision  which  requires  guarantee 
agencies  to  submit  to  the  Commission¬ 
er  annual  loan  volume  and  default  re¬ 
ports  according  to  specific  lender  cate¬ 
gories.  This  section  also  now  provides 
that  the  records  of  agencies  and  lend¬ 
ers  under  their  programs  may  be 
stored  in  microform  or  computer 
format.  Similar  provisions  appear  in 
§177.66  with  respect  to  records  and  re¬ 
ports  by  lenders  under  the  Federal  In¬ 
sured  Student  Loan  Program. 


Subpart  P— Federal  Insured  Student 
Loan  Program 

In  addition  to  provisions  affecting 
the  Federal  Insured  Student  Loan 
Program  (FISLP)  which  have  been 
mentioned  earlier  (in  the  discussion  of 
Subpart  D),  the  following  major 
changes  have  been  made  in  Subpart  P. 

1.  Section  177.51,  Circumstances 
under  which  and  extent  to  which  loans 
may  be  federally  insured,  has  been 
modified  to  reflect  several  new  statu¬ 
tory  provisions.  The  formula  pre¬ 
scribed  in  paragraph  (d)(1)  for  deter¬ 
mining  the  Commissioner’s  insurance 
liability  with  respect  to  State  agency 
(and  State  designated  private  agency) 
lenders  based  on  their  default  experi¬ 
ence  is  very  similar  to  the  formula  de¬ 
scribed  earlier  in  connection  with 
guarantee  agency  supplemental  rein¬ 
surance  (§  177.37).  Note,  however,  that 
the  reduction  in  the  Commissioner’s 
insurance  liability  applies  only  to  that 
portion  of  default  claims  causing  an 
exce.ss  (beyond  the  applicable  percent¬ 
age  of  loan  amounts  in  repayment  at 
the  end  of  the  preceding  fiscal  year) 
which  represents  defaults  on  loans  in¬ 
sured  after  the  date  determined  ac¬ 
cording  to  paragraph  (d)(4)  of  §  177.51. 
Note  also  that  the  potential  reduction 
in  Insurance  liability  provided  for  in 
this  section  does  not  apply  to  such  a 
State  lender  for  the  first  five  fiscal 
years  of  its  operation  as  a  lender 
under  the  Federal  Insured  Student 
Loan  Program.  Section  177.51(b)(4) 
provides  that  if  a  student  has  previ¬ 
ously  received  a  federally  insured  loan 
made  by  a  lender  located  in  a  State  in 
which  a  guarantee  agency  is  operating, 
further  federally  insured  loans  may  be 
made  to  the  student  by  that  lender 
only  insofar  as  they  are  approved 
under  policies  of  the  guarantee 
agency,  lection  177.51(e)  provides  that 
Federal  loan  Insurance  will  not  be 
denied  to  a  school  lender  unless  the 
Commissioner  determines  that  access 
to  loans  will  be  otherwise  reasonably 
available  to  students  at  that  .school. 

2.  Section  177.52,  Agrerments  be¬ 
tween  eligible  lenders  and  the  Commis¬ 
sioner,  has  been  modified  slightly  to 
provide  greater  "due  process”  protec¬ 
tion  to  lenders  and  potential  lenders. 
Paragraph  (b)  provides  that  the  Com¬ 
missioner  will  respond  within  30  days 
to  an  eligible  lender’s  request  to  par¬ 
ticipate  in  the  Federal  Insured  Stu¬ 
dent  Loan  Program.  The  November  5, 
1976  proposed  provision  giving  the 
CommLssioner  authority  to  change  the 
terms  of  a  lender’s  agreement  during 
the  life  of  the  agreement  on  the  basis 
of  new  adverse  information  about  the 
lender  has  been  dropped  from  the  reg¬ 
ulation.  This  kind  of  limitation  will  be 
imposed  by  the  Conunissioner  only  as 
the  result  of  procedures  set  forth  in 
Subpart  H  of  this  Part.  Among  the 
new  factors  which  may  be  considered 
by  the  Commissioner  in  entering  into 


and  prescribing  the  terms  of  lender 
agreements  are  the  following:  whether 
the  lender  makes  loans  to  borrowers 
residing  in  distant  geographical  areas, 
and  whether  a  school  lender's  default 
experience  exceeds  a  prescribed  rate 
(§  177.52(c)  (vii)  and  (x)).  School  lend¬ 
ers  will  be  closely  reviewed  because 
they  are  not  subject  to  Federal  or 
State  bank  examination.  Section 
177.52(e)  provides  that  any  limitations 
on  the  lending  eligibility  of  a  school 
lender  which  makes  loans  to  students 
in  attendance  at  other  schools  under 
the  same  ownership  may  be  imposed 
on  a  school-by-schooi  basis. 

3.  Section  177. 53(a)(5)  requires  that 
the  borrower  of  a  federally  insured 
loan  must  agree  to  notify  the  lender  of 
any  change  in  his  or  her  address,  en¬ 
rollment  status,  or  school  or  enroll¬ 
ment. 

4.  Section  177.57,  Disbursement  of 
loans,  has  been  modified  to  reflect  sev¬ 
eral  provisions  of  the  Education 
Amendments  of  1976.  Both  commer¬ 
cial  lenders  and  school  lenders  must 
make  each  loan  disbursement  by  check 
payable  to  the  student.  If  authorized 
in  writing  by  the  student,  however, 
the  check  may  be  made  payable  joint¬ 
ly  to  the  student  and  to  the  school.  As 
provided  for  guarantee  agency  insured 
loans  and  for  the  same  reasoas,  each 
check  must  carry  the  legend  “GSIiP— 
Payee  Endorsement  Required,”  which 
may  be  affixed  by  stamp  or  other 
means.  In  light  of  these  new  require¬ 
ments,  the  earlier  proposed  require¬ 
ment  has  been  omitted  which  would 
have  required  the  lender  to  notify  the 
borrower  in  writing  when  any  part  of  a 
loan  is  disbursed.  The  check  ihself  will 
be  sufficient  notice  to  the  borrower  of 
loan  disbursement. 

5.  The  earlier  proposed  provision  of 
§  177.57(c)(1)  authorizing  the  Commis¬ 
sioner  to  require  all  lenders  to  dis¬ 
burse  loans  in  multiple  installments 
has  been  eliminated  because  the  statu¬ 
tory  provision  discussed  earlier,  pro¬ 
viding  for  special  treatment  of  interest 
and  special  allowance  in  the  case  of 
multiple  installment  loans,  was  specifi¬ 
cally  limited  to  lenders  meeting  cer¬ 
tain  requirements. 

6.  Section  177.58(g),  Deferments,  has 
been  modified  to  include  two  addition¬ 
al  deferment  categories  created  by  the 
Education  Amendments  of  1976. 

a.  A  student’s  loan  repayment  obli¬ 
gation  may  be  deferred  for  any  period 
during  which  he  or  she  is  pursuing  a 
course  of  study  under  a  graduate  fel¬ 
lowship  program  approved  by  the 
Commissioner.  In  order  to  qualify  for 
this  deferment  a  student’s  program 
must  meet  several  requirements,  in¬ 
cluding  the  following:  the  student 
must  hold  at  least  a  baccalaureate 
degree  conferred  by  an  eligible  institu¬ 
tion  of  higher  education  and  must 
have  been  awarded  a  stipend  by  a  pro¬ 
gram  approved  by  the  Commissioner 
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for  this  purpose:  the  program  of  study 
must  involve  periodic  submission  or  re¬ 
ports,  or  other  evidence  of  progress 
toward  stated  educational  objectives; 
and  the  program  must  provide  the  stu¬ 
dent  sufficient  financial  support  to 
allow  for  at  least  six  months  of  full¬ 
time  study. 

b.  Under  the  second  new  deferment 
(§  177.58(gKlKv))  a  borrower  may  re¬ 
ceive  deferment  from  repasanent 
during  a  single  period  which  may  not 
exceed  12  months  during  which  he  or 
she  is  seeking  but  imable  to  find  full¬ 
time  employment  in  the  United  States. 
"Full-time  employment"  is  defined  for 
purposes  of  this  provision  as  employ¬ 
ment  providing  30  hours  of  work  per 
week  which  is  expected  to  last  at  least 
three  months.  Borrowers  are  entitled 
to  deferment  under  this  provision 
whether  or  not  they  have  been  previ¬ 
ously  employed  on  a  full-time  basis 
and.  if  previously  employed,  regardless 
of  the  circumstances  under  which 
their  emplosrment  was  terminated.  De¬ 
ferment  of  loan  repayment  because  of 
unemployment  is  not  justified  if  the 
borrower  has  sought  employment  only 
in  kinds  of  positions  or  at  salary  and 
responsibility  levels  for  which  he  or 
she  feels  qualified  by  virtue  of  educa¬ 
tion  or  previous  experience.  To  be  eli¬ 
gible  for  an  unemployment  deferment, 
a  borrower  must  certify  among  other 
things  that  he  or  she  is  currently  seek¬ 
ing  and  imable  to  find  full-time  em- 
plosrment,  and  that  he  or  she  has  reg¬ 
istered  with  a  public  or  private  em- 
plosrment  agency  (if  available).  These 
certifications  must  include  a  state¬ 
ment  describing  the  borrower’s  active 
good  faith  effort  to  seek  full-time  em¬ 
ployment.  In  addition,  in  order  to  con¬ 
tinue  to  be  eligible  to  receive  an  unem¬ 
ployment  deferment,  a  borrower  just 
update,  at  least  every  six  months,  the 
information  and  certifications  initially 
provided  to  the  holder  of  the  loan 
note.  A  lender  is  obligated  under 
§  177.58(gK3Klv)  to  approve  or  disap¬ 
prove  a  borrower’s  request  for  an  un¬ 
employment  deferment  within  one 
month  of  such  a  request  from  a  bor¬ 
rower.  Paragraph  (iii)  of  }  177.58(gK3) 
stipulates  the  conditions  under  which 
the  imemployment  deferment  may 
begin  and  end. 

After  this  regulation  becomes  effec¬ 
tive.  no  standards  or  requirements 
may  be  used  in  connection  with  these 
deferments  other  than  those  set  forth 
in  the  regulation. 

7.  Section  177.59,  Due  diligence,  has 
been  modified  in  several  respects. 
While  the  general  concept  and  re¬ 
quirement  of  “due  diligence”  in  the 
collection  of  loans  has  always  ap¬ 
peared  in  the  authorizing  legislation 
and  in  the  GSLP  regulation,  specific 
regulatory  requirements  were  elabo¬ 
rated  for  the  first  time  by  the  Novem¬ 
ber  5,  1976  proposed  rule.  Public  com¬ 
ments  on  this  section  were  numerous. 
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and  some  of  the  amendments  now 
being  proposed  are  based  on  those 
comments.  At  this  time,  the  Commis¬ 
sioner  expecially  encourages  addition¬ 
al  public  comment  on  this  section  of 
the  proposed  rule. 

a.  In  response  to  public  comment, 
the  earlier  requirement  of  5  177.59(a) 
has  been  deleted  which  would  have  re¬ 
quired  that  a  lender  may  not  accept 
transfer  or  assignment  of  a  loan  with¬ 
out  first  determining  that  "due  dili¬ 
gence”  has  been  exercised  by  the  pre¬ 
vious  holder.  A  related  change  has 
been  made  in  {  177.61. 

b.  The  requirement  has  been  with¬ 
drawn  from  S  177.59(b)(2)  that  a  loan 
may  not  be  made  unless  the  borrower 
is  attending  school  within  the  "normal 
trade  area”  of  the  lender,  or  the  bor¬ 
rower  or  one  of  his  or  her  parents  has 
a  prior  business  relationship  with  the 
lender,  or  resides  within  the  lender’s 
"normal  trade  area”.  The  Commission¬ 
er  agrees  with  commenters  that  the 
term  "normal  trade  area”  is  unaccep¬ 
tably  vague,  and  that  this  requirement 
may  have  had  the  effect  of  unneces¬ 
sarily  curtailing  loan  accessibility  and 
lender  participation. 

c.  The  "borrower  interview”  require¬ 
ment  under  S  177.59(b)(3)  has  been 
changed  in  several  ways.  Limitations 
on  the  number  of  student  borrowers 
who  may  be  jointly  interviewed  have 
been  eliminated.  The  circumstances 
under  which  a  "hardship  waiver”  may 
be  granted  have  been  liberalized,  and 
the  granting  of  this  waiver  has  been 
left  to  the  discretion  of  the  lender. 
Record-keeping  requirements  of  this 
section  have  also  been  liberalized. 

d.  The  earlier  proposed  requirement 
under  §  177.59(cK4)  that  a  lender  must 
make  contact  with  the  borrower  at 
least  once  a  year  before  the  com¬ 
mencement  of  the  repayment  period 
has  been  dropped.  The  desired  results 
of  this  potentially  burdensome  re¬ 
quirements  on  lenders  are  accom¬ 
plished  through  requirements  of  the 
1976  legislation  that  the  borrower 
must  keep  the  lender  informed  of  his 
or  her  correct  address  (§  177.53(aK5)) 
and  that  the  school  must  notify  the 
lender  or  guarantor  whenever  a  stu¬ 
dent  borrower  withdraws  from  at  least 
half-time  enrollment  status  (§  177.77). 
In  withdrawing  this  proposed  require¬ 
ment,  the  Commissioner  notes  that 
maintaining  regular  contacts  with  the 
borrower  prior  to  the  repayment 
period  is  a  prudent  business  practice 
which  continues  to  be  strongly  encour¬ 
aged. 

e.  The  requirements  of  “due  dili¬ 
gence”  is  the  collection  of  loans  under 
§  177.59.(d)  have  been  made  less  rigor¬ 
ous.  The  earlier  proposed  requirement 
that  the  lender  must  attempt  to  con¬ 
tact  the  borrower  at  no  greater  than 
10-day  intervals  has  been  deleted.  In¬ 
stead.  it  is  proposed  that  the  lender  be 
required  to  attempt  contacting  the 


borrower  first  within  10  working  days 
of  the  date  payment  was  due,  and 
then  at  least  three  more  times  at  regu¬ 
lar  appropriate  intervals  during  the 
ensuing  four  months. 

8.  Section  177.60,  Forbearance,  con¬ 
tains  several  minor  changes.  As  dLs- 
cussed  earlier,  in  order  to  encourage 
the  use  of  forbearance  by  lenders  and 
to  curtail  defaults,  it  is  proposed  that 
forborne  interest  pa3rments  may  be 
added  to  the  principal  balance  obliga¬ 
tion  of  the  borrower,  and  that  the  spe¬ 
cial  allowance  may  be  based  on  that 
adjusted  principal.  This  “capitaliza¬ 
tion”  of  forborne  interest  may  take 
place  only  on  the  date  repayment  is 
expected  to  resume  following  the  for¬ 
bearance  period.  This  section  has  been 
amended  to  clarify  the  fact  that  there 
are  two  types  of  authorized  forbear¬ 
ance:  (a)  Forbearance  for  the  benefit 
of  the  borrower  which  may  be  of  any 
duration  as  long  as  its  use  would  not 
violate  the  statutory  repayment  period 
limits  and  which  does  not  require 
prior  approval  by  the  Commissioner, 
and  (b)  forbearance  under  the  terms 
of  an  agreement  between  the  lender 
and  the  Conunissioner  which  is  for 
prescribed  periods  and  which  is  not 
subject  to  the  statutory  repayment 
limits. 

9.  Section  177.61,  Transjen  of  in¬ 
sured  loans,  has  b^n  extensively  re¬ 
vised.  Certification  requirements  of 
the  transferor  regarding  the  absence 
of  certain  statutory  and  regulatory 
violations  are  no  longer  Included  in 
the  proposed  rule.  The  Commissioner 
agrees  with  commenters  who  felt  that 
these  certifications  on  forms  pre¬ 
scribed  by  the  Office  of  Education 
would  have  constituted  excessive  and 
unnecessary  “red  tape”.  Instead,  the 
transferee  must  simply  accept  respon¬ 
sibility  for  all  defects  which  may  exist. 
Normal  business  prudence  is  encour¬ 
aged  in  all  loan  transfer  situations. 
The  transferee  is  encouraged  to  care¬ 
fully  examine  the  loan  document  and 
to  make  inquiries  regarding  the  loan’s 
history.  The  transferee  may  require 
assurances  from  the  transferor  regard¬ 
ing  the  absence  of  defects. 

10.  Section  177.64,  Procedures  for 
filing  and  payment  of  claims,  has  been 
amended  to  clarify  and  emphasize  the 
documentation  necessary  for  payment 
of  claims,  and  to  clarify  the  timely 
filing  requirements.  Note  that  the 
time  limit  for  filing  claims  has  been  in¬ 
creased  from  60  to  90  days.  At  the 
same  time,  an  earlier  proposed  section 
setting  forth  circumstances  under 
which  the  time  limit  may  be  waived 
(§  177.64(d)  of  the  November  5,  1976 
proposed  rule)  has  been  deleted. 

11.  Lenders  under  both  the  Federal 
Insured  Student  Loan  Program  and 
guarantee  agency  programs  should  be 
aware  of  the  following  facts  regarding 
Wage  Earner  Plans  established  under 
Chapter  13  of  the  Bankruptcy  Act. 
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The  involvment  of  a  borrower  in  such 
a  plan  does  not  constitute  a  bankrupt¬ 
cy  for  purposes  of  the  filing  or  pay¬ 
ment  of  bankruptcy  claims  under  any 
section  of  the  regulation.  The  lender 
may  choose  either  to  participate  or 
not  to  participate  as  a  creditor  in  such 
a  plan.  Lender  participation  in  a  Chap¬ 
ter  13  Wage  Earner  Plan  is  a  form  of 
forbearance  for  the  benefit  of  the  bor¬ 
rower,  and  is  subject  to  the  provisions 
of  §  177.60  for  a  FISLP  loan,  or  compa¬ 
rable  policies  of  a  guarantee  agency 
for  loans  insured  under  guarantee 
agency  programs.  If  a  lender  chooses 
not  to  grant  forbearance  in  the  case  of 
a  Chapter  13  Wage  Earner  Plan  en¬ 
tered  into  a  borrower,  the  lender  may 
file  a  default  claim,  and  assign  its 
rights  to  the  loan  to  the  Commissioner 
or  the  guarantee  agency,  as  appropri¬ 
ate. 

12.  Section  177.65,  Determination  of 
amount  of  loss  on  default  claims,  de¬ 
letes  much  of  paragraph  (d),  as  earlier 
proposed,  regarding  the  effects  of  var¬ 
ious  specific  violations  of  the  regula¬ 
tion  on  the  disposition  of  default 
claims.  The  Commissioner  agrees  with 
commenters  who  felt  that  the  earlier 
proposal’s  non-ex haustive  list  of  "cur¬ 
able”  and  “noncurable,”  “excusable” 
and  "non-excusable”  violations  served 
to  confuse  and  Intimidate  lenders. 
Notice  is  simply  given  that  claims  may 
not  be  honored  by  the  Commissioner 
if  regulatory  violations  exist.  In  some 
cases,  the  violation  may  be  excused, 
and  the  claim  paid.  In  others,  the  pay¬ 
ment  of  a  claim  may  be  conditioned 
upon  correction  of  the  violation. 

Subpart  O— Requirements  and  Stan¬ 
dards  POR  Participating  Education¬ 
al  Institutions 

This  subpart  contains  five  complete¬ 
ly  new  sections,  four  of  which  are  due 
to  the  Education  Amendments  of  1976. 
It  also  contains  several  amended  sec¬ 
tions  now  appearing  in  subpart  F  of 
the  currently  effective  program  regu¬ 
lation  (proposed  SS  177.71.  177.73, 

177.74,  and  177.75).  Two  sections  of 
currently  effective  subpart  F,  relating 
to  standards  for  refunds  to  students 
and  “additional  standards”  of  school 
eligibility  ($  177.63  and  S  177.66  of  the 
existing  program  regulation),  have  not 
been  included  in  this  proposed  rule  be¬ 
cause  these  provisions  are  being  incor¬ 
porated  into  part  168,  which  will  apply 
to  all  student  financial  assistance  pro¬ 
grams  under  title  IV  of  the  Higher 
Education  Act. 

1.  Section  177.71,  Agreements  be¬ 
tween  eligible  schools  and  the  Commis¬ 
sioner  (existing  5 177.61)  has  been 
amended  to  provide  “due  process”  for 
schools  requesting  program  participa¬ 
tion  agreements.  ALso,  the  require¬ 
ment  that  school  participation  agree¬ 
ments  be  renewed  every  2  years  has 
been  deleted.  The  agreements  will  be 
considered  open-ended  and  will  not  be 


terminated  or  amended  except  as  the 
result  of  procedures  set  forth  in  sub¬ 
part  H  of  part  168. 

2.  Section  177.72,  Agreements  be¬ 
tween  the  Commissioner  and  eligibile 
schools  which  make  or  originate  loans, 
is  based  on  section  433  of  the  Higher 
Education  Act.  as  amended,  which  re¬ 
quires  agreements  between  the  Com¬ 
missioner  and  all  schools  which  make 
or  originate  loans  under  the  Guaran¬ 
teed  Student  Loan  Program.  In  con¬ 
nection  with  this  section  the  reader 
should  refer  to  the  definition  of  loan 
“origination”  in  §  177.11.  There  are 
four  basic  terms  of  the  agreement  as 
proposed  in  this  section.  A  50  percent 
limitation  is  placed  on  the  number  of 
students  enrolled  at  an  institution  to 
whom  a  school  may  make  or  originate 
guaranteed  student  loans  at  any  one 
time.  This  provision  may  be  waived  by 
the  Commissioner  if  potential  hard¬ 
ship  conditions  described  in  §  177.72(f) 
are  found  to  exist.  Before  a  school 
may  make  or  originate  a  loan  for  the 
first  time  to  a  student  who  is  not  a 
graduate  or  professional  student,  the 
school  must  be  provided  with  either  a 
written  loan  denial  from  a  commercial 
lender  or  the  student’s  sworn  state¬ 
ment  of  such  a  denial.  Any  loan  made 
or  originated  by  the  school  for  a  stu¬ 
dent’s  first  year  of  postsecondary  edu¬ 
cation  may  not  be  in  excess  of  $2,500 
or  one-half  of  the  estimated  cost  of  at¬ 
tendance,  whichever  is  less.  Finally, 
the  school  may  not  make  or  originate 
a  loan  in  excess  of  $1,500  to  such  a  stu¬ 
dent  unless  the  loan  is  disbursed  in 
multiple  installments  as  described  in 
§  177.21(bK4Kii).  The  first  two  terms 
of  this  agreement  (§  177.72(a)  (1)  and 
(2))  follow  directly  from  section  433  of 
the  Higher  Education  Act.  while  the 
latter  two  ($  177.72(a)  (3)  and  (4))  in¬ 
corporate  other  new  requirements  of 
the  law. 

3.  Under  5 177.73,  Records,  reports, 
and  inspection  requirements  for  par¬ 
ticipating  schools,  schools  will  be  re¬ 
quired  to  keep  records  with  respect  to 
each  loan  application  and  each  dis¬ 
bursement  including,  among  other 
things,  the  name  of  the  lender  ana  the 
amount  of  the  loan,  the  period  for 
which  the  loan  is  intended,  and,  if  ap¬ 
plicable,  the  date  the  school  receives 
the  loan  check,  and  the  date  it  dis¬ 
burses  it  to  the  student.  New  school 
record-keeping  and  reporting  require¬ 
ments  are  also  established  relating  to 
the  enforcement  of  §  177.72  (a)  and  (b) 
and  §  177.76.  Additionally,  this  section 
requires  each  participating  school  to 
have  an  audit  of  matters  relating  to  its 
participation  in  the  Guaranteed  Stu¬ 
dent  Loan  Program  perform  annually 
or  biennially,  as  is  currently  required 
in  the  campus-based  programs. 

4.  Section  177.74,  Student  informa¬ 
tion,  is  a  slightly  amended  version  of 
currently  existing  §  177.64.  The  re¬ 
quirements  of  this  section  should  be 


distinguished  from  those  of  part  178 
which  reflect  new  “consumer  informa¬ 
tion”  provisions  of  the  Higher  Educa¬ 
tion  Act.  This  section  is  similar  to  part 
178  in  requiring  that  general  informa¬ 
tion  about  courses,  faculty,  and  facili¬ 
ties  be  made  available  to  prospective 
students.  The  unique  aspect  of  §  177.74 
is  its  requirements  for  the  provision  of 
placement  and  average  starting  salary 
data  by  all  schools  providing  vocation¬ 
al  or  career  preparatory  programs. 
These  requirements  were  promulgated 
several  years  ago  in  order  to  meet  spe¬ 
cific  needs  in  the  administration  of  the 
Guaranteed  Student  Loan  Program  re¬ 
lating  to  these  kinds  of  programs. 
Unlike  the  requirements  of  part  178, 
the  provisions  of  this  section  apply  to 
all  participating  schools,  whether  or 
not  they  are  in  receipt  of  an  adminis¬ 
trative  allowance  under  title  IV  of  the 
Higher  Education  Act.  Until  funds  are 
made  available  for  payment  of  the 
newiy  authorized  administrative 
allowance  based  on  guaranteed  stu¬ 
dent  loan  recipients  (§  177.27),  only 
the  student  information  requirements 
of  5  177.74  will  apply  to  schools  partici¬ 
pating  in  the  Guaranteed  Student 
Loan  Program  which  do  not  partici¬ 
pate  in  the  campus-based  student  as¬ 
sistance  programs.  After  the  new 
allowance  is  funded,  both  the  student 
information  requirements  of  part  178 
and  those  of  §  177.74  will  apply  to  all 
schools  participating  in  the  Guaran¬ 
teed  Student  Loan  Program  which  re¬ 
ceive  these  funds. 

5.  Section  177.76,  Lending  eligibility 
standard  for  participating  schools,  im¬ 
plements  section  435(g)  (3)  and  (4)  of 
the  Higher  Education  Act,  as  amend¬ 
ed.  Under  this  section,  a  school  lend¬ 
er’s  lending  agreement  with  the  Com¬ 
missioner  (§  177.177.52)  or  with  a  guar¬ 
antee  agency  is  terminated  for  at  least 
1  fiscal  year  after  the  Commissioner 
determines  that  for  two  consecutive 
12-month  periods,  the  amount  of  loans 
on  which  student  borrowers  were  in 
default  was  15  percent  or  more  of  the 
total  original  amont  loaned  to  stu¬ 
dents  by  the  school  on  which  pay¬ 
ments  were  due  during  each  period.  If 
the  default  experience  of  a  school 
lender  remains  at  this  level,  or  if  other 
violations  exist,  the  1  year  termination 
may  be  extended. 

In  the  case  of  commonly  owmed 
schools  whose  students  borrow  from 
one  of  the  schools,  the  Commissioner 
is  authorized  by  §  177.76(b)  to  apply 
this  default  standard  and  its  resulting 
sanction  on  new  loans  either  to  the 
chain  as  a  whole  or  to  each  school  in¬ 
dividually.  Any  termination  under  this 
section  must  follow  unique  “due  pro¬ 
cess”  procedures  provided  in 
§  177.76(d).  Also,  provisions  of  this  sec¬ 
tion  may  be  waived  if  the  Commission¬ 
er  rules  that  their  enforcement  would 
work  a  substantial  hardship  on  either 
the  school  or  its  students  under  the 
terms  of  §  177.76(c). 
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6.  Section  177.77,  Notification  to 
lender  of  chunge  in  student  enrollment 
status,  reflects  an  important  new  re¬ 
quirement  of  the  law.  Schools  must  es¬ 
tablish  policies  and  procedures  where¬ 
by  whenever  a  student  borrower  grad¬ 
uates,  formally  withdraws,  or  fails  to 
register  on  at  least  a  half-time  basis 
when  expected,  the  school  will  within 
60  days  notify  the  lender  and  report 
the  student’s  latest  known  address.  In 
order  to  comply  with  this  requirement, 
a  school  should  keep  close  scrutiny  of 
the  enrollment  status  of  student  bor¬ 
rowers,  and  it  should  maintain  a 
record  of  the  name  and  address  of 
each  lender. 

7.  Section  177.78,  Certifications  by  a 
participating  school  in  connection 
with  a  student  loan  application,  is  a 
new  section  which  sets  forth  in  one 
place  all  of  the  certifications  which 
must  be  made  by  a  school  either  on 
the  student  loan  application  form  or 
on  associated  forms.  The  section  in¬ 
cludes  certain  school  certifications  re¬ 
quired  under  new  provisions  of  the 
Higher  Education  Act.  It  also  requires 
schools  to  make  a  number  of  state¬ 
ments  relating  to  student  eligibility 
which  have  been  merely  alluded  to  in 
various  sections  of  the  existing  regula¬ 
tion  and  the  earlier  proposed  regula¬ 
tion.  A  participating  school  may  not 
refuse  to  make  any  of  the  determina¬ 
tions  relating  to  the  statements  or  cer¬ 
tifications  described  in  S  177.78  when 
requested  to  do  so  by  a  student  at  that 
school.  Note  that  the  school’s  determi¬ 
nation  of  need  and  recommendation  of 
loan  amount  pertain  only  to  situations 
in  which  the  student’s  adjusted  family 
income  is  $25,000  or  more  and  he  or 
she  is  applying  for  Federal  interest 
benefits. 

8.  Section  177.79,  Loan  disbursement 
responsibilities  of  a  participating 
school,  sets  forth  the  basic  responsibil¬ 
ities  of  schools  in  the  handling  of  stu¬ 
dent  loan  checks.  This  section  imple¬ 
ments  both  statutory  provisions  and 
program  policies.  The  Higher  Educa¬ 
tion  Act,  as  amended,  requires  that 
the  school  which  certified  a  borrower’s 
enrollment  must  be  notified  of  the  dis¬ 
bursement  of  the  loan.  The  law  pro¬ 
vides  that  this  notification  may  be  ac¬ 
complished  either  by  letter  from  the 
lender  or  insurer,  or  else  by  having  the 
loan  disbursement  check  sent  to  the 
school  which  must  then  deliver  it  to 
the  student.  For  loans  insured  under 
the  Federal  Insured  Student  Loan 
Program,  the  Commissioner  has  decid¬ 
ed  that  all  disbursement  checks  will  be 
sent  to  the  school  for  delivery  to  the 
student.  (This  requirement  appeared 
in  the  November  5,  1976,  proposed 
rule).  Guarantee  agencies  may  similar¬ 
ly  require  that  all  insured  loan  checks 
be  sent  to  the  school.  Thus,  a  partici¬ 
pating  school  may  receive  guarantee 
agency  insured  as  well  as  federally  in¬ 
sured  loan  checks  for  delivery  to  its 
students. 
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A  participating  school  may  not 
refuse  to  accept  or  to  deliver  a  loan 
check  insured  under  this  part.  Note 
that  under  §177.79(a)  if  the  student 
fails  to  matriculate  within  a  reason¬ 
able  period  (as  Judged  by  the  school), 
the  school  must  return  the  check 
within  30  days  of  the  expiration  of 
that  reasonable  period. 

Under  the  Federal  Insured  Student 
Loan  Program,  checks  are  permitted 
to  be  payable  Jointly  to  the  student 
and  the  school,  provided  that  the  stu¬ 
dent  has  given  his  or  her  written  ap¬ 
proval.  Such  student  approved  Jointly 
payable  checks  may  also  be  permitted 
under  guarantee  agency  programs. 
Participating  schools  should  therefore 
note  especially  the  requirements  of 
§177.79(b)  regarding  the  handling  of 
co-payee  checks. 

As  a  result  of  the  Education  Amend¬ 
ments  of  1976,  participating  schools 
are  being  asked  to  play  a  major  role  in 
the  disbursement  of  guaranteed  stu¬ 
dent  loans.  Their  cooperation  and  dili¬ 
gence  in  this  area  are  especially  en¬ 
couraged  by  the  Commissioner. 

SimPART  H— Procedures  for  the  Limi¬ 
tation,  Suspension,  or  Termination 

OF  THE  Eligibility  of  Lenders 

Under  the  Federal  Insured  Student 

Loan  Program 

Subpart  O  of  the  currently  effective 
regulation  sets  forth  "due  process’’ 
procedures  to  be  followed  in  limiting, 
suspending,  or  terminating  the  pro¬ 
gram  participation  of  either  a  school 
or  a  federally  insured  lender.  The  Edu¬ 
cation  Amendments  of  1976  required 
that  the  Commissioner  issue  regula¬ 
tions  establishing  general  procedures 
which  would  apply  to  the  participa¬ 
tion  of  educational  institutions  in  all 
’Title  IV  student  financial  assistance 
programs.  These  were  published  as 
subpart  H.  part  168,  of  title  45  of  the 
Code  of  Federal  Regulations  on  De¬ 
cember  23,  1977  (Vol.  42,  p.  64566). 
Thus,  the  "due  process’’  requirements 
with  respect  to  school  participation 
have  been  dropped  from  the  Guaran¬ 
teed  Student  Loan  Program  regula¬ 
tion.  Subpart  H  of  this  proposed  rule 
applies  only  to  the  limitation,  suspen¬ 
sion,  or  termination  of  lender  partici¬ 
pation  in  the  Federal  Insured  Student 
Loan  Program.  Individual  guarantee 
agencies  should  establish  and  dissemi¬ 
nate  their  own  standards  and  proce¬ 
dures  relating  to  the  limitation,  sus¬ 
pension.  or  termination  of  lender  par¬ 
ticipation. 

The  most  significant  changes  from 
current  subpart  G  to  proposed  subpart 
H  of  this  part  are  as  follows.  (1)  The 
maximum  duration  of  an  emergency 
action  withholding  further  commit¬ 
ments  of  insurance  to  a  lender  was  ex¬ 
tended  from  7  days  to  30  days.  Experi¬ 
ence  has  shown  that  the  shorter 
period  is  often  not  sufficient  either  to 
assure  that  a  lender  is  informed  of  the 
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emergency  action  or  to  permit  the 
lender  and  the  Office  of  Education  an 
opportunity  to  arrive  at  a  voluntary 
agreement  regarding  corrective  action. 
(2)  With  respect  to  a  suspension  hear¬ 
ing,  current  subpart  G  provides  for  an 
informal  hearing.  Proposed  subpart  H 
provides  for  a  formal  hearing  before  a 
presiding  officer,  and  the  Commission¬ 
er  or  a  designee  will  review  the  initial 
decision  of  the  presiding  officer  before 
issuing  a  final  decision.  (3)  The  conse¬ 
quences  of  a  limitation,  suspension,  or 
termination  are  more  specifically  de¬ 
scribed.  (4)  A  lender  who.se  eligibility 
is  terminated  may  not  request  a  rein¬ 
statement  of  its  eligibility  as  a  lender 
for  a  period  of  18  months  after  the  ef¬ 
fective  date  of  the  termination,  and  a 
lender  whose  eligibility  is  limited  may 
not  apply  for  removal  of  the  limitation 
for  a  period  of  12  months  after  the  ef¬ 
fective  date  of  the  limitation.  The 
Commissioner  is  allowed  60  days  to  re¬ 
spond  to  either  type  of  request. 

Wherever  appropriate,  the  proce¬ 
dures  prescribed  in  this  subpart  are 
comparable  to  those  prescribed  for 
participating  schools  in  subpart  H, 
part  168.  However,  there  are  a  few  sig¬ 
nificant  differences:  (1)  In  part  168, 
the  effective  date  of  an  emergency 
action  is  the  date  on  which  the  Office 
of  Education’s  notice  is  received  by 
the  participating  school;  in  this  sub¬ 
part,  the  effective  date  of  an  emergen¬ 
cy  action  is  the  date  on  which  the 
Office  of  Education  mails  the  notice  to 
the  lender.  The  reason  for  the  differ¬ 
ence  is  that  the  Office  of  Education 
docs  not  consider  it  appropriate  to 
continue  to  issue  insurance  commit¬ 
ments  to  a  lender,  pending  the  lend¬ 
er’s  receipt  of  the  notice.  (2)  Similarly, 
in  part  168,  a  suspension  notice  issued 
after  a  hearing  is  effective  either 
when  received  by  a  participating 
school  or  on  the  original  proposed  ef¬ 
fective  date  stated  in  the  notice  of 
intent,  whichever  is  later,  while  a  sus¬ 
pension  notice  mailed  to  a  lender  after 
a  hearing  under  this  subpart  is  effec¬ 
tive  either  on  the  date  mailed  or  on 
the  original  proposed  effective  date 
stated  in  the  notice  of  intent,  whichev¬ 
er  is  later.  (3)  A  participating  school 
whose  eligibility  is  terminated  under 
part  168  and  which  is  also  a  school 
lender  is  prohibited,  from  the  effective 
date  of  the  termination,  from  making 
further  disbursements  on  Guranteed 
Student  Loans  for  which  an  insurance 
commitment  has  already  been  re¬ 
ceived.  However,  the  Commissioner 
may  determine  whether  to  allow  a 
lender  whose  lending  eligibility  is  ter¬ 
minated  under  this  Subpart  to  make 
further  disbursements  on  loans  for 
which  an  insurance  commitment  was 
received  prior  to  the  effective  date  of 
the  termination. 

Inflationary  Impact 

Not*.— The  Office  of  Education  has  deter¬ 
mined  that  this  document  does  not  contain 
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a  major  proposal  rwjuIrlriK  preparation  of 
an  Inflationary  Impact  Statement  under 
Executive  Order  11821  and  OMB  Circular 
A-107. 

(Catalog  of  Federal  Domestic  Assistance 
Number  13.460,  Guaranteed  Student  Loan 
Program.) 

Dated;  March  3.  1978. 

ERN£ST  L.  FIoyek, 
Commissioner  of  Education. 

Approved:  March  23,  1978. 

Joseph  A.  Califano,  Jr.. 

Secretary  of  Health. 

Education,  and  Welfare. 

Accordingly,  45  CFIl  Part  177  i.s  pro¬ 
posed  to  be  amended  as  set  forth 
below. 

PART  177— GUARANTEED  STUDENT  LOAN 
PR(^RAM 
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1087-4),  unless  otherwise  noted. 
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Subpart  A — PurpoM  and  S<op« 

§  177.1  Program  purpose  and  statutory 
authority. 

(a)  The  purpose  of  the  Guaranteed 
Student  lioan  Program  (GSIjP)  is  to 
make  low  interest  loans  available  to 
students  for  posUecondary  education¬ 
al  expenses.  The  program  provides 
benefits  under  loan  guarantee  pro¬ 
grams  of  Stale  and  private  nonprofit 
agencies  and,  in  limited  circumstances, 
under  a  program  of  Federal  loan  in¬ 
surance.  Information  about  the  pro¬ 
gram  that  is  written  for  students  is 
available  upon  request  from  the  U.S 
Office  of  Education. 

(b)  Tlie  basic  statutory  authority  for 
the  program  Is  title  IV,  part  B  of  the 
Higher  Education  Act  of  1965  (20 
U.S.C.  1071  to  1087-4).  Other  applica¬ 
ble  legislation  includes  the  General 
Education  Provisions  Act  (20  U.S.C. 
1221-33h).  and  parts  cf  title  IV,  part  F 
of  the  Higher  Education  Act  of  1965 
(20  U.S.C.  1088-S9). 

(20  U.S.C.  1071  to  1087-4.) 

§  177.2  (luamntee  agency  programs. 

(a)  The  Commissioner  encourages 
States  and  nonprofit  private  agencies 
to  establish  adequate  loan  insurance 
programs  for  students  in  eligible  edu¬ 
cational  institutions.  (Subpart  D  of 
this  part).  To  meet  this  objective.  Fed¬ 
eral  advances  have  been  made  or  are 
available  to  the  agencies  for  the  pur- 
pc>se  of  helping  to  establish  or 
strengthen  the  reserve  funds  used  by 
the  agencies  as  a  basis  for  guarantee¬ 
ing  loans  made  by  participating  lend¬ 
ers  ($177.34).  Additional  Federal  ad¬ 
vances  are  available  to  guarantee 
agencies  for  the  purpose  of  making 
payments  under  the  insurance  obliga¬ 
tions  of  the  agencies  ($  177.35). 

(b)  Under  a  basic  reinsurance  agree¬ 
ment.  the  Commissioner  may  reinsure 
loans  made  under  a  guarantee  agency 
program  to  the  extent  of  80  percent  of 
the  amount  of  losses  incurred  by  the 
agency  in  discharge  of  its  insurance 
obligation  on  the  unpaid  balance  of 
the  principal  and  interest  on  covered 
loans  ($  177.36).  Under  a  supplemental 
reinsurance  agp-eement  (av^lable  to 
agencies  which  have  entered  into  the 
basic  agreement  and  which  meet  addi¬ 
tional  requirements),  the  Commission¬ 
er  may  reinsure,  depending  on  the  de¬ 
fault  experience  of  the  agency,  up  to 
100  percent  of  those  losses  (§  177.37). 

(c)  Loans  made  under « guarantee 
agency  programs  may  qualify  the 
holder  of  the  loans  for  payment  of 
Federal  interest  benefits  ($  177.21)  and 
special  allowances  ($  177.23).  The  Com¬ 
missioner  will  pay  the  lender  the 
unpaid  balance  of  a  loan  on  which  a 
borrower  is  adjudicated  a  bankrupt. 
The  Commissioner  will  also  pay  a  bor¬ 
rower’s  obligation  on  a  loan  in  the 
event  of  the  borrower’s  death  or  total 
and  permanent  disability. 
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(d)  In  order  to  qualify  for  the  bene¬ 
fits  set  forth  in  this  section,  guarantee 
agency  programs  must  meet  certain 
Federal  requirements,  as  set  forth  in 
the  law  and  this  part  (particularly 
subpart  D  of  this  Part).  However, 
within  these  limitations,  guarantee 
agency  programs  may  vary  consider¬ 
ably,  and  there  are  numerous  differ¬ 
ences  among  agencies  on  such  matters 
as  the  percentage  of  a  loan  guaran¬ 
teed,  annual  and  aggregate  loan  maxi- 
mums  for  individual  students,  student 
eligibility,  and  lender  and  school  eligi¬ 
bility. 

(20  U.S.C.  1071,  1072,  1078,  1078-1,  1082, 
1087,  1087-1.) 

§  177.3  [Reserved] 

§  177.4  Federal  Insured  Student  Loan  Pro¬ 
gram  (FISLP) 

(a)  The  Commissioner  provides  a 
program  of  Federal  student  loan  insur¬ 
ance  (FISLP)  for  certain  circum¬ 
stances  in  which  students  or  lenders 
do  not  have  reasonable  access  to  a 
guarantee  agency  program.  (Subpart  F 
of  this  part).  The  specific  conditions 
imder  which  this  program  operates 
are  set  forth  in  5177.51.  In  general, 
however,  in  a  State  where  there  Is  no 
guarantee  agency  program,  the  FISLP 
is  available  to  all  eligible  lenders  in 
that  State  for  loans  to  all  eligible  stu¬ 
dents  that  those  lenders  are  willing  to 
assist,  regardless  of  the  residence  of 
the  students.  In  a  State  where  there  is 
a  guarantee  agency  program,  the 
FISLP  is,  in  general,  available  to  lend¬ 
ers  in  the  State  only  for  loans  to  stu¬ 
dents  attending  schools  not  having 
access  to  the  guarantee  agency  pro¬ 
gram  or  to  students  who,  on  account 
of  their  residence,  do  not  have  access 
to  the  guarantee  agency  program.  The 
FISLP  is  also  available,  as  set  forth  in 
§  177.51,  for  all  of  the  loans  made  by  a 
lender  who  satisfies  the  Commissioner 
that,  by  reason  of  the  residence  of  its 
intended  borrowers,  it  will  not  have 
access  to  any  single  guarantee  agency 
program  which  will  insure  substantial¬ 
ly  all  of  the  loans  it  intends  to  make. 

(b)  Loans  made  imder  the  FISLP 
may  qualify  the  holder  of  the  loans 
for  payment  of  Federal  interest  bene¬ 
fits  (§  177.21)  and  special  allowances 
(§  177.23).  The  Commissioner  will  also 
pay  a  borrower’s  obligation  on  a  loan 
in  the  event  of  a  borrower’s  death  or 
total  and  permanent  disability.  The 
Commissioner  will  pay  the  lender  the 
unpaid  balance  of  a  loan  on  which  a 
borrower  has  been  adjudicated  a  bank¬ 
rupt. 

(c)  In  order  to  qualify  for  Federal  in¬ 
surance  and  the  benefits  described  in 
paragraph  (b)  of  this  section,  lenders 
must  meet  certain  Federal  require¬ 
ments,  as  set  forth  in  the  law  and  this 
part  (particularly  subpart  F  of  this 
part). 

(20  U.S.C.  1071  to  1078-4.) 


5 177.5  Applicability  of  subparts  in  part 
177. 

Loans  made  under  student  loan  in¬ 
surance  programs  of  State  and  private 
non-profit  guarantee  agencies  are  sub¬ 
ject  to  the  provisions  of  subparts  A,  B, 
C,  D,  and  G  of  this  part.  Loans  made 
under  the  Federal  Insured  Student 
Loan  Progam  are  subject  to  the  provi¬ 
sions  of  subparts  A.  B,  C,  F,  G,  and  H 
of  this  part.  Educational  institutions 
whose  students  have  received  loans 
under  any  of  of  these  programs  are 
also  subject  to  the  provisions  of  sub¬ 
part  G  of  this  part  and  those  of  part 
168.  Lenders  which  make  or  hold  loans 
under  the  Federal  Insured  Student 
Loan  Program  are  also  subject  to  the 
provisions  of  subpart  H  of  this  part. 

(20  U.S.C.  1071  to  1087-4.) 

Swbport  8— G*n«ral  Provisiont 

§177.11  Definitions. 

As  used  in  this  part: 

“Academic  year*’  means  a  period, 
typically  8  or  9  months,  in  which  a 
full-time  student  would  normally  be 
expected  to  complete  two  semesters, 
two  trimesters,  three  quarters,  900 
clock  hours  of  instruction,  or  its  equiv¬ 
alent.  Eighteen  months  shall  be  con¬ 
sidered  the  equivalent  of  an  academic 
year  with  regard  to  a  program  offered 
by  correspondence.  ‘‘Commissioner’’ 
means  the  United  States  Commission¬ 
er  of  Education  or  his  or  her  designee. 

“Default”  means  the  failure  of  a  stu¬ 
dent  borrower  to  make  an  installment 
payment  when  due,  or  to  comply  with 
other  terms  of  the  note  or  other  writ¬ 
ten  agreement  evidencing  a  loan  under 
circumstances  where  the  Commission¬ 
er  (or  the  pertinent  guarantee  agency) 
finds  it  reasonable  to  conclude  that 
the  borrower  no  longer  intends  to 
honor  his  obligation  to  repay,  where 
such  failure  persists  (i.e.,  is  not  cured 
either  by  payment  or  other  appropri¬ 
ate  arrangements)  in  the  case  of  a 
loan  repayable  in  monthly  install¬ 
ments  for  120  days,  or  in  the  case  of  a 
loan  repayable  in  less  frequent  install¬ 
ments  for  180  days. 

“Disbursement”  of  a  loan  means  the 
transfer  by  a  lender  of  funds  to  the 
student  borrower  by  means  of  a  check 
payable  to  the  order  and  requiring  the 
personal  endorsement  of  the  borrower. 

“Eligible  educational  institution”, 
“institution”  or  “school”  means  (1)  an 
institution  of  higher  education,  (2)  a 
vocational  school,  or  (3)  with  respect 
to  students  who  are  nationals  of  the 
United  States,  an  institution  outside 
the  States  which  is  comparable  to  an 
institution  of  higher  education  or  to  a 
vocational  school  and  which  has  been 
approved  by  the  Commissioner  for 
purposes  of  this  part.  In  cases  where 
the  Commissioner  does  not  determine 
the  entire  institution  to  be  eligible, 
the  term  includes  only  those  individ¬ 
ual  units  or  programs  within  an  insti¬ 


tution  which  have  been  determined  by 
the  Commissioner  to  meet  all  the  re¬ 
quirements  for  institutional  eligibility 
specified  in  this  section.  However,  the 
term  does  not  include  any  institution 
which  employes  or  uses  commissioned 
salemen  to  promote  the  availability  of 
any  student  loan  program  under  this 
part.  For  this  purpose,  “commissioned 
salesman”  means  any  person  who  re¬ 
ceives  compensation  in  any  form  or 
amount  which  is  related  to,  or  calcu¬ 
lated  on  the  basis  of,  student  applica¬ 
tions  for  enrollment,  student  enroll¬ 
ments,  or  student  acceptances  for  en¬ 
rollment;  and  “promote  the  availabil¬ 
ity”  means  provide  prospective  or  en¬ 
rolled  students  with  program  informa¬ 
tion,  application  forms  or  names  of  eli¬ 
gible  lenders. 

“Eligible  lender”  or  “lender”  means 
(Da  National  or  State  chartered  bank, 
a  mutal  savings  bank,  a  savings  and 
loan  association,  or  a  credit  union 
which;  (i)  Is  subject  to  examination 
and  supervision  in  its  capacity  as  a 
lender  by  an  agency  of  the  United 
States  or  of  the  State  in  which  its 
principal  place  of  operation  is  estab¬ 
lished,  and  (ii)  does  not  have  more 
than  one-half  of  its  consumer  credit 
loan  dollar  volume  (including  home 
mortgages)  in  the  making  or  holding 
of  loans  made  to  students  under  this 
part  unless  it  is  a  bank  which  is  wholly 
owned  by  a  State,  (2)  a  pension  fund 
as  defined  in  the  Employees  Retire¬ 
ment  Income  Security  Act,  (3)  an  in¬ 
surance  company  which  is  subject  to 
examination  and  supervision  by  an 
agency  of  the  United  States  or  a  State, 
(4)  in  any  State,  a  single  agency  of  the 
State  or  a  single  private  nonprofit 
agency  designated  by  the  State,  (5)  for 
purposes  only  of  purchasing  and  hold¬ 
ing  loans  made  by  other  lenders  under 
this  part,  the  Student  Loan  Marketing 
Association  or  an  agency  of  any  State 
functioning  as  a  secondary  market,  or 
(6)  a  participating  educational  institu¬ 
tion  which  (i)  is  not  a  home  study 
school  (an  eligible  school  which  offers 
both  home  study  and  non-home  study 
programs  may  be  an  eligible  lender 
only  for  students  enrolled  in  the  non¬ 
home  study  programs),  (ii)  employs  at 
least  one  person  whose  full-time  re- 
sponsiblilities  are  limited  to  the  ad¬ 
ministration  of  programs  of  financial 
aid  for  students  attending  the  school, 
and  (iii)  Is  not  terminated  as  a  lender 
under  the  provisions  of  §177.76. 

“Estimated  cost  of  attendance” 
means,  for  the  period  for  which  a  loan 
Is  sought,  the  tuition  and  fees  applica¬ 
ble  to  a  student  together  with  the 
school’s  estimate  of  other  expenses 
reasonably  related  to  attendance  at 
the  institution,  including,  but  not 
limited  to,  the  cost  of  room  and  board, 
reasonable  transportation  and  com¬ 
muting  costs,  and  costs  for  books  and 
supplies. 

“Estimated  financial  assistance” 
means,  for  the  period  for  which  a  loan 
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Is  sought,  the  amount  oi  assistance 
the  student  has  been  awarded  under 
other  federally  supported  financial  aid 
programs  plus  other  scholarship, 
grant,  or  loan  assistance  of  which  the 
school  is  aware.  For  purposes  of  this 
part,  veterans’  educational  benefits, 
educational  benefits  under  Social  Se¬ 
curity,  and  resources  or  financial  sup¬ 
port  from  the  student  or  his  or  her 
family  are  not  considered  financial  as¬ 
sistance. 

“Full-time,”  with  reference  to  a  stu¬ 
dent’s  academic  workload  means  that 
the  student  is  carrying  a  sufficient 
number  of  credit  hours,  clock  hours, 
or  their  equivalent  to  secure  the 
degree  or  certificate  toward  which  he 
or  she  is  working  in  no  more  than  the 
number  of  semesters,  academic  peri¬ 
ods,  or  clock  hours  normally  taken 
therefor  at  the  school  in  which  he  or 
she  is  enrolled.  The  student’s  work¬ 
load  may  include  any  combination  of 
courses,  work  experience,  research,  or 
special  studies  (whether  or  not  for 
credit,  but  not  including  study  by  cor¬ 
respondence)  which  the  school  consid¬ 
ers  sufficient  to  classify  the  student  as 
a  full-time  student.  However,  in  the 
case  of  a  student  enrolled  in  a  voca¬ 
tional  school,  the  student’s  workload 
must  include  not  less  than  25  clock 
hours  per  week  or  14  semester  or  quar¬ 
ter  hours  of  instruction,  or  its  equiv¬ 
alent. 

"Grace  period”  means  that  period 
during  which  loan  repayment  is  not 
required  and  which  may  be  from  9  to 
12  months  (at  the  discretion  of  the 
lender  under  subpart  F,  and  of  the 
guarantee  agency  under  subpart  D) 
following  the  date  on  which  a  student 
ceases  to  be  at  least  a  half-time  stu¬ 
dent  at  an  eligible  educational  institu¬ 
tion,  or,  in  the  case  of  a  correspon¬ 
dence  student,  the  date  specified  in 
§177.33(a)(l)(vil)  (A).  (B),  or  (C)  or 
§  177.58(a)(1).  (2).  or  (3). 

“Graduate  or  professional  student” 
means  a  student  who  is  pursuing  a 
program  leading  to  a  graduate  or  pro¬ 
fessional  degree  or  certificate  at  an  in¬ 
stitution  of  higher  education  after  suc¬ 
cessfully  completing  the  equivalent  of 
at  least  three  years  of  full-time  study 
at  an  institution  of  higher  education, 
either  prior  to  entrance  into  the  pro¬ 
gram  or  as  part  of  the  program  itself. 

“Guarantee  agency”  means  a  State 
agency  or  private  nonprofit  institution 
or  organization  which  adminsters  a 
student  loan  insurance  program. 

“Half-time,”  with  reference  to  a  stu¬ 
dent’s  academic  workload,  means  that 
the  student  is  carrying  at  least  one- 
half  of  the  normal  full-time  workload 
as  determined  by  the  school  in  which 
he  or  she  is  enrolled,  provided  that 
any  student  enrolled  in  an  eligible  pro¬ 
gram  of  study  by  correspondence  shall 
be  considered  a  half-time  student. 

“Holder”  means  with  reference  to  a 
loan  covered  by  this  part,  an  eligible 


lender  or  the  Student  Loan  Marketing 
Association,  but  not  a  guarantee 
agency  with  respect  to  loans  insured 
by  it. 

“Institution  of  higher  education” 
means  an  educational  institution  in 
any  State  which  (1)  admits  as  regular 
students  only  persons  having  certifi¬ 
cates  of  graduation  from  schools  pro¬ 
viding  secondary  education,  or  the  rec¬ 
ognized  equivalent  of  such  certificates, 
or  who  are  beyond  the  age  of  compul¬ 
sory  school  attendance  in  the  State  in 
which  the  institution  is  located,  (2)  is 
legally  authorized  within  such  State  to 
provide  a  program  of  education 
beyond  secondary  education.  (3)  pro¬ 
vides  an  educational  program  for 
which  it  awards  a  bachelor’s  degree  or 
provides  not  less  than  a  2-year  pro¬ 
gram  which  is  acceptable  for  full 
credit  toward  such  a  degree,  (4)  is  a 
public  or  other  nonprofit  institution, 
and  (5)  is  accredited  by  a  nationally 
recognized  accrediting  agency  or  asso¬ 
ciation  approved  by  the  Commissioner 
for  this  purpose  or,  if  not  so  accredit¬ 
ed,  (i)  is  an  institution  with  respect  to 
which  the  Commissioner  has  deter¬ 
mined  that  there  is  satisfactory  assur¬ 
ance,  considering  the  resources  avail¬ 
able  to  the  institution,  the  period  of 
time,  if  any,  during  which  it  has  oper¬ 
ated,  the  effort  it  is  making  to  meet 
accreditation  standards,  and  the  pur¬ 
pose  for  which  this  determination  is 
being  made,  that  the  institution  will 
meet  the  accreditation  standards  of 
the  agency  or  association  within  a  rea¬ 
sonable  time,  or  (ii)  is  a  school  who.se 
credits  are  accepted  on  transfer  by  not 
less  than  three  schools  which  are  so 
accredited,  for  credit  on  the  same  basis 
as  if  transferred  from  a  school  so  ac¬ 
credited.  The  term  includes  any  public 
or  other  nonprofit  colleagiate  or  asso¬ 
ciate  degree  school  of  nursing  and  any 
school  which  provides  not  less  than  a 
1-year  program  of  training  to  prepare 
students  for  gainful  employment  in  a 
recoEmized  occupation  and  which 
meets  the  provisions  of  clauses  (1).  (2), 
(4),  and  (5)  of  the  preceding  sentence. 
If  the  Commissioner  determines  that  a 
particular  category  of  schools  does  not 
meet  the  requirements  of  this  para¬ 
graph  because  there  is  no  nationally 
recognized  accrediting  agency  or  asso¬ 
ciation  qualified  to  accredit  schools  in 
that  category,  he  or  she  shall,  pending 
the  establishment  of  an  accrediting 
agency  or  association,  appoint  an  advi¬ 
sory  committee  composed  of  persom 
specially  qualified  to  evaluate  training 
provided  by  schools  in  that  category, 
which  shall  (A)  prescribe  the  stan¬ 
dards  of  content,  scope,  and  quality 
which  must  be  met  in  order  to  qualify 
schools  in  that  category  to  participate 
in  the  programs  covered  by  this  part, 
and  (B)  determine  whether  particular 
schools  not  meeting  the  requirements 
of  clause  (5)  of  this  paragraph  meet 
those  standards.  For  purposes  of  this 


paragraph,  the  Commissioner  shall 
publish  a  list  of  nationally  recognized 
accrediting  agencies  or  associations 
which  he  or  she  determines  to  be  reli¬ 
able  authority  as  to  the  quality  of 
training  offered. 

“Internal  Revenue  Code”  means  the 
Internal  Revenue  Code  of  1954,  as 
amended  (title  26.  United  States 
Code). 

“Line  of  credit”  means  an  arrange¬ 
ment  or  agreement  between  the  lender 
and  the  borrower  whereby  a  loan  is 
paid  out  by  the  lender  to  the  borrower 
in  annual  installments,  or  whereby  the 
lender  agrees  to  make,  in  addition  to 
the  initial  loan,  additional  loans  in 
subsequent  years. 

"matriculate”  means  that  a  student 
has  completed  all  the  requisite  steps 
in  the  enrollment  and  registration  pro¬ 
cess  and  has  commenced  the  atten¬ 
dance  period.  In  the  case  of  a  program 
of  study  by  correspondence,  the  stu¬ 
dent  shall  be  deemed  to  have  com¬ 
menced  attendance  only  by  the  sub¬ 
mission  of  one  lession,  completed  by 
him  or  her  after  acceptance  for  enroll¬ 
ment  and  without  the  assistance  of 
sales  or  admissions  personnel  or 
agents  of  the  eligible  school. 

“origination,”  with  reference  to  de¬ 
termining  whether  a  loan  is  “originat¬ 
ed”  by  a  school,  refers  to  a  special  re¬ 
lationship  between  a  school  and  a 
lender  in  which  the  lender  delegates 
to  the  school  a  substantial  portion  of 
the  functions  and  responsibilities  nor¬ 
mally  performed  by  lenders  before 
loans  are  made.  If  the  relationship  be¬ 
tween  a  lender  and  a  school  meets  this 
criterion,  the  school  will  be  deemed  to 
have  originated  a  loan  made  by  the 
lender.  For  the  purposes  of  this  deter¬ 
mination,  loan  making  functions  and 
responsibilities  include:  (1)  Interview¬ 
ing  the  applicant  for  a  loan  (as  de¬ 
scribed  in  §  177.59(b)(3)),  (2)  explain¬ 
ing  the  applicant’s  responsibilities 
under  the  loan  (except  as  required  of 
schools  pursuant  to  section 
493A(a)(l)(D)  of  the  Higher  Education 
Act  of  1965,  as  amended),  (3)  obtaining 
completion  of  necessary  forms  (other 
than  those  required  to  be  completed 
by  schools  under  subpart  F  or  under  a 
guarantee  agency  program,  or  by  a 
guarantee  agency),  (4)  obtaining  nec¬ 
essary  documentation  (e.g..  additional 
information  that  a  particular  lender 
normally  requires  of  loan  applicants), 
(5)  verifying  that  the  student  is  eligi¬ 
ble  for  a  loan  (e.g.,  verifying  that  the 
student  is  the  person  named  on  the 
application,  is  eligible  for  Federal  in¬ 
terest  benefits,  and  is  eligible  for  the 
amount  of  the  loan),  (6)  completing 
portions  of  the  student  loan  applica¬ 
tion  normally  completed  by  the 
lender,  and  (7)  deciding  whether  or 
not  the  particular  student  will  receive 
a  loan.  A  school’s  performance  of 
either  of  the  functions  described  in 
clauses  (6)  and  (7)  may  be  considered 
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by  the  Commissioner  to  constitute  del¬ 
egation  of  a  substantial  portion  of  the 
functions  and  responsibilities  normally 
performed  by  lenders  before  loans  are 
made. 

“Participating  educational  institu¬ 
tion”,  “participating  institution”  or 
“participating  school”  means  a  school 
which  has  entered  into  an  agreement 
with  the  Commissioner  under  §  177.71. 

“School  lender”  means  any  partici¬ 
pating  educational  institution  which 
has  been  approved  as  a  lender  and  has 
entered  into  a  contract  of  insurance 
under  the  Federal  Insured  Student 
Loan  Program  (see  subpart  F)  or  a 
guarantee  agency  student  loan  pro¬ 
gram  (see  subpart  D). 

“State”  includes,  in  addition  to  the 
several  States  of  the  Union,  the  Com¬ 
monwealth  of  Puerto  Rico,  the  Dis¬ 
trict  of  Columbia,  Guam,  American 
Samoa,  the  Virgin  Islands,  the  Trust 
Territory  of  the  Pacific  Islands,  and 
the  government  of  the  Northern  Mari¬ 
ana  Islands. 

“Student”  means  a  person  who 
meets  the  conditions  for  loan  eligibil¬ 
ity  set  forth  in  §  177.12. 

"Totally  and  permanently  disabled” 
means  unable  to  engage  in  any  sub¬ 
stantial  gainful  activity  because  of  a 
medically  determinable  impairment, 
which  is  expected  to  continue  for  a 
long  and  indefinite  F>eriod  of  time,  or 
to  result  in  death. 

“Vocational  school”  means  a  busi¬ 
ness  or  trade  school,  technical  institu¬ 
tion  or  other  technical  or  vocational 
school  in  any  State  which  (1)  admits 
as  regular  students  only  persons  who 
have  completed  or  left  elementary  or 
secondary  school  and  who  have  dem¬ 
onstrated  the  ability  to  benefit  from 
the  training  offered  by  the  school 
under  the  provisions  of  §  177.75;  (2)  as 
legally  authorized  to  provide,  and  pro¬ 
vides  within  that  State,  a  program  of 
postsecondary  vocational  or  technical 
education  which  (i)  is  designed  to  pro¬ 
vide  occupational  skills  more  advanced 
thsin  those  generally  provided  at  the 
high  school  level  and  fit  individuals 
for  useful  employment  in  recognized 
occupations,  and  (ii)  provides  no  less 
than  300  clock  hours  of  classroom  in- 
stuction  or  its  equivalent  or,  in  the 
case  of  a  program  offered  by  corre¬ 
spondence,  requires  not  less  than  an 
average  of  12  hours  of  preparation  per 
week  over  any  12  week  period  and 
completion  in  not  less  than  6  months; 
(3)  has  been  in  existence  for  2  years  or 
has  been  specially  determined  by  the 
Commissioner  to  be  aun  institution 
meeting  the  other  requirements  of 
this  paragraph  and  to  be  eligible  to 
participate  in  programs  under  this 
part;  and  (4)(i)  is  accredited  by  a  na¬ 
tionally  recognized  accrediting  agency 
or  association  recognized  by  the  Com¬ 
missioner  for  this  purpose,  or  (ii)  in 
the  case  of  a  public  institution  offer¬ 
ing  postsecondary  vocational  educa¬ 


tion,  is  approved  by  a  State  approval 
agency  recognized  by  the  Commission¬ 
er  for  this  purpose,  or  (iii)  if  the  Com¬ 
missioner  determines  that  there  is  no 
nationally  recognized  accrediting 
sgency  or  association  qualified  to  ac¬ 
credit  institutions  of  the  particular 
category  encompassing  that  school  is 
approv^  by  a  State  approval  agency 
recognized  by  the  Commissioner  for 
this  purpose,  or  (iv)  if  the  Commis¬ 
sioner  determines  that  there  is  no  na¬ 
tionally  recognized  accrediting  agency 
or  association  of  State  approval 
agency  qualified  to  accredit  or  approve 
institutions  of  the  particular  category 
encompassing  that  school,  is  approved 
by  the  Commissioner’s  Advisory  Com¬ 
mittee  on  Accreditation  and  Institu¬ 
tional  Eligibility,  in  accordance  with 
standards  of  content,  scope,  and  qual¬ 
ity  prescribed  by  the  committee  for 
that  purpose.  A  school  which  has  been 
approved  under  this  paragraph  must, 
in  order  to  remain  an  eligible  school, 
become  accredited  within  3  years  after 
the  Commissioner  has  designated  a  na¬ 
tionally  recognized  accrediting  or 
State  approval  agency  for  the  particu¬ 
lar  category  which  encompasses  that 
school.  For  the  purpose  of  this  para¬ 
graph,  the  Commissioner  shall  publish 
a  list  of  nationally  recognized  accredit¬ 
ing  agencies  or  associations  and  State 
approval  agencies  which  he  or  she  has 
determined  to  be  reliable  authority  as 
to  the  quality  of  education  or  training 
afforded. 

(20  U.S.C.  1071-1087-4;  1088;  1088a;  1088f.) 

§  177.12  Student  eligibility. 

To  be  eligible  to  receive  a  loan  in¬ 
sured  under  this  part,  a  person  must 
meet  the  following  conditions; 

(a)  Her  or  she  must  (1)  be  a  National 
or  a  permanent  resident  of  the  United 
States,  (2)  be  a  permanent  resident  of 
the  Trust  Territory  of  the  Pacific  Is¬ 
lands  or  of  the  Northern  Mariana  Is¬ 
lands,  or  (3)  be  in  the  United  States 
for  other  than  a  temporary  purpose 
and  intend  to  become  a  permanent 
resident  of  the  United  States.  A 
person  attending  a  school  outside  the 
States  must  be  a  National  of  the 
United  States. 

(b)  He  or  she  must  (1)  have  been  ac¬ 
cepted  for  enrollment  in  an  eligible 
program  at  an  eligible  educational  in¬ 
stitution,  or  (2)  be  enrolled  in  such  a 
program  and  be  in  good  standing  and 
maintaining  satisfactory  progress  in 
his  or  her  course  of  study,  according 
to  the  standards  and  practices  of  the 
institution. 

(c)  If  enrolled  or  accepted  for  enroll¬ 
ment  in  an  vocational  school,  he  or 
she  must  (1)  be  attending  neither  ele¬ 
mentary  nor  secondary  school  and  (2) 
have  shown  ability  to  benefit  from  the 
training  offered  by  the  school  (under 
the  requirements  of  §  177.75). 

(d)  He  or  she  must  be  carrying  or 
plan  to  carry,  during  the  period  for 


which  the  loan  is  intended,  at  least 
one-half  the  normal  full-time  work¬ 
load  as  determined  by  the  school. 

(e)  Except  as  provided  in  §  177.78(c), 
he  or  she  must  not  owe  a  refund  on  a 
grant  previously  received  under  the 
Basic  flducational  Opportunity  Grant 
Program  (45  CFR  part  190),  the  Sup¬ 
plemental  Educational  Opportunity 
Grant  Program  (45  CFR  part  176),  or 
the  State  Student  Incentive  Grant 
Program  (45  CFR  part  192)  for  atten¬ 
dance  at  that  school. 

(f)  He  or  she  must  not  be  in  default 
on  any  loan  previoasly  received  under 
the  National  Direct  Student  Loan  Pro¬ 
gram  (45  CFR  part  144)  for  atten¬ 
dance  at  that  school,  or  on  any  loan 
previously  received  under  this  part 
(whether  or  not  made  for  attendance 
at  that  school),  unless  tlie  Commis¬ 
sioner  (for  a  federally  insured  loan),  a 
guarantee  agency  (for  a  loan  insured 
by  that  agency),  or  the  school  (for  a 
National  Direct  Student  Loan  made  by 
that  institution)  has  determined  that 
the  student  has  made  satisfactory  ar¬ 
rangements  to  repay  the  defaulted 
loan. 

(20  U.S.C.  1077,  1078,  1085,  1088f.) 

§  177.13  Permifisible  charges  to  students. 

(a)  Interest  (1)  (1)  Except  for  the  ef¬ 
fects  of  compounding  authorized 
under  subparagraph  (ii)  of  this  para¬ 
graph  and  of  special  interest  payments 
by  the  Commissioner  under 
§  177.21(b)(4),  the  maximum  rate  of  in¬ 
terest  on  the  unpaid  principal  balance 
of  any  loan  covered  by  this  part  may 
not  exceed  6  percent  interest  per  year 
with  respect  to  loans  made  prior  to 
August  3,  1968,  and  7  percent  interest 
per  year  on  loans  made  thereafter,  cal¬ 
culated  from  the  date  of  disbursement 
of  funds  by  the  lender  to  the  borrow’- 
er,  exclusive  of  any  premium  for  insur¬ 
ance.  A  student  borrower  shall  not  be 
liable  for  any  portion  of  the  Interest 
on  a  loan  which  is  payable  by  the 
Commissioner. 

(ii)  Compounding.  In  determining 
the  unpaid  principal  balance  of  a  loan 
made  under  this  part  for  purposes  of 
the  special  allow'ance  under  §  177.23 
and,  when  eligible,  for  purposes  of 
Federal  interest  benefits  under 
§  177.21,  a  lender  may  include  Interest 
which  has  accrued  on  the  loan  (and  in 
the  case  of  a  loan  made  under  subpart 
D  of  this  part,  unpaid  insurance  pre¬ 
miums)  which  has  been  added  to  the 
principal  balance  obligation  of  the 
borrower  under  §  177.58(h)  and 
§  177.60  (for  a  loan  made  under  sub- 
part  F),  or  under  comparable  policies 
of  a  guarantee  agency  (for  a  loan  in¬ 
sured  under  subpart  D).  On  a  loan 
made  under  subpart  P  of  the  part,  for 
purposes  of  the  borrower’s  liability  to 
a  lender  (and  thus  for  purposes  of  de¬ 
termining  the  amount  of  the  lender’s 
lo,ss  on  a  default,  death,  bankruptcy, 
or  total  and  permanent  disability 
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claim  imder  §  177.65),  the  lender  may 
not  charge  interest  on  accrued  interest 
except  as  authorized  in  §  177.58(h), 
and  §  177.60.  On  a  loan  insured  under 
subpart  D  of  this  part,  for  purposes  of 
the  borrower’s  liability  to  the  lender, 
the  lender  may  charge  interest  on  ac¬ 
crued  interest  as  authorized  by  compa¬ 
rable  policies  of  the  guarantee  agency. 

(2)  In  no  event  may  a  lender's 
method  of  computing  interest  result  in 
an  actual  rate  in  excess  of  the  allowa¬ 
ble  maximum  rate  of  interest.  The 
lender  may  use  (1)  the  "Approximate 
Time-Ordinary  Interest”  method,  or 
(li)  the  "Exact  Time-Exact  Interest” 
method.  Use  of  the  "Banker’s  Rule” 
("Exact  Time-Ordinary  Interest”)  is 
prohibited  because  this  method  results 
in  an  actual  rate  in  excess  of  the  al¬ 
lowable  maximum  rate  of  Interest. 

(b)  Insurance  premiums.  (1)  The 
maximum  rate  for  insurance  premi¬ 
ums  which  may  be  charged  the  lender 
and  passed  on  to  the  borrower  may 
not  exceed,  in  the  case  of  loans  in¬ 
sured  under  State  and  private  non¬ 
profit  loan  insurance  programs,  the 
equivalent  of  1  percent  per  year  of  the 
impaid  principal  balance  of  the  loan 
(excluding  interest  or  other  charges 
which  may  have  been  added  to  princi¬ 
pal)  or,  in  the  case  of  federally  insured 
loans,  one-fourth  percent  per  year  of 
the  unpaid  principal  balance  of  the 
loan  (excluding  interest  or  other 
charges  which  may  have  been  added 
to  principal).  The  term  "insurance  pre¬ 
mium”  covers  only  those  charges  made 
by  the  guarantee  agency  or  the  Com¬ 
missioner  to  be  used  to  underwrite 
loans  and  to  cover  costs  incurred  in 
the  administration  of  the  applicable 
loan  insurance  program.  Premiums 
may  not  be  retained  by  the  lender  to 
cover  the  costs  of  making  a  loan  or  for 
any  other  purpose. 

(2)  Insurance  premiums  on  a  federal¬ 
ly  insured  loan  shall  be  paid  by  the 
lender  to  the  Commissioner,  and  may 
be  collected  by  the  lender  from  the 
borrower,  when  the  loan  is  disbursed, 
in  accordance  with  instructions  issued 
by  the  Commissioner.  The  period  to  be 
covered  by  the  premium  shall  begin  on 
the  date  of  disbursement  of  the  loan. 
The  period  shall  end  1  year  after  the 
date  on  which  the  borrower  indicates, 
at  the  time  he  or  she  applies  for  the 
loan,  he  or  she  will  be  graduating  from 
the  school  which  he  or  she  will  be  at¬ 
tending  during  the  period  for  which 
the  loan  is  sought.  Premiums  shall  not 
be  refundable  by  the  Commissioner, 
and  need  not  be  refunded  by  the 
lender  to  the  borrower,  even  if  the 
borrower  graduates  or  withdraws  from 
the  school,  or  defaults,  dies,  becomes 
totally  and  permanently  disabled,  or  is 
adjudicated  a  bankrupt  prior  to  the 
anticipated  graduation  date. 

(3)  If  a  guarantee  agency  program 
permits  insurance  premiums  to  be  col¬ 
lected  by  the  lender  from  the  borrow¬ 


er  of  a  loan  guaranteed  by  the  pro¬ 
gram  for  a  period  extending  no  later 
than  1  year  after  the  borrower’s  an¬ 
ticipated  graduation  date,  as  defined 
in  paragraph  (b)(2)  of  this  section,  the 
premiums  need  not  be  refunded  by  the 
lender  to  the  borrower,  under  the  cir¬ 
cumstances  specified  in  paragraph 
(b)(2)  of  this  section,  if  the  State  or 
private  program  does  not  require  that 
refunds  be  made.  However,  if  the 
State  or  private  nonprofit  loan  insur¬ 
ance  program  permits  insurance  pre¬ 
miums  to  be  collected  by  the  lender 
from  the  borrower,  in  advance,  for  a 
period  extending  beyond  1  year  after 
the  anticipated  graduation  date,  insur¬ 
ance  premiums  collected  from  the  bor¬ 
rower  must  be  refunded  to  the  borrow¬ 
er  as  follows; 

(i)  In  the  event  of  the  borrower’s 
graduation  or  withdrawal  from  school 
before  his  or  her  anticipated  gradua¬ 
tion  date,  the  amount  of  any  insur¬ 
ance  premiums  attributable  to  the  re¬ 
payment  period  shall  be  re-computed 
to  take  into  account  the  declining 
unpaid  principal  balance  of  the  loan, 
and  any  refunds  due  the  borrower  as  a 
result  of  this  computation  shall  be 
treated  as  a  prepayment  of  Insurance 
premiums  for  later  periods,  if  any  pre¬ 
miums  will  be  required,  or  as  a  repay¬ 
ment  of  principal. 

(ii)  In  the  event  of  the  borrower’s 
default,  the  amount  of  any  insurance 
premiums  attributable  to  subsequent 
periods  shall  be  credited  first  against 
accrued  interest  and  then  against  the 
unpaid  principal  balance  of  the  loan. 

(iii)  In  the  event  of  the  borrower’s 
prepayment  of  the  entire  unpaid  prin¬ 
cipal  balance  of  the  loan,  the  amount 
of  any  insurance  premiums  attribut¬ 
able  to  subsequent  periods  of  2  years 
or  more  shall  be  refunded  to  the  bor¬ 
rower. 

(c)  Late  charges.  Notes  evidencing 
loan  covered  by  this  part  may  provide 
for  the  assessment  of  a  charge  for  fail¬ 
ure  of  the  borrower  to  pay  all  or  any 
part  of  an  installment  within  10  days 
after  its  due  date  or,  by  that  time,  to 
file  satisfactory  evidence  of  entitle¬ 
ment  to  deferment  of  the  installment 
under  §  177.33  or  §  177.58.  The  amount 
of  the  charge  may  not  exceed  5  cents 
for  each  dollar  of  each  installment  due 
or  $5  for  each  installment,  whichever 
is  less. 

(d)  Other  charges.  The  note  evidenc¬ 
ing  a  loan  covered  by  this  part  may 
also  provide  for  the  payment  of  rea¬ 
sonable  attorney’s  fees.  Other  reason¬ 
able  costs  necessary  for  the  collection 
of  any  amount  not  paid  when  due  may 
be  charge  the  borrower  by  the  holder 
but  may  not  include  normal  costs  asso¬ 
ciated  with  preparing  letters  and  local 
telephone  calls  to,  and  making  person¬ 
al  contacts  with,  delinquent  borrowers. 
Permissible  collection  charges  to  the 
delinquent  borrower  may  include  rea¬ 
sonable  amounts  expended  by  the 


holder  for  telegrams  and  long  distance 
telephone  calls.  However,  to  the 
extent  that  it  exceeds  permissible 
charges,  a  conunercial  collection  agen¬ 
cy’s  fee  for  the  collection  of  a  loan  or 
a  service  agency’s  fees  for  servicing 
loans,  including  collection  activities, 
may  not  be  passed  on  to  a  borrower, 
directly  or  indirectly.  No  charges 
other  than  those  authorized  by  this 
section  may  be  assessed  or  passed  on 
to  the  borrower,  directly  or  indirectly. 

(e)  In  no  event  may  the  costs  of 
making  a  loan  under  this  part  (except 
those  specifically  provided  for  in  this 
section)  be  passed  on  (in  the  form  of 
higher  tuition  charges  or  otherwise)  to 
the  borrower. 

(20  U.S.C.  1077,1078,1079,1082.1087-1.) 

§  177.14  Prohibited  transactions. 

No  points,  premiums,  payments  ad¬ 
ditional  interest  of  any  kind  may  be 
paid  or  otherwise  extended  to  any  eli¬ 
gible  lender  or  other  party  in  order  to 
secure  funds  for  making  loans  under 
this  part  or  to  induce  a  lender  to  make 
loans  to  the  students  of  a  particular 
school  or  to  any  particular  category  of 
students.  Except  when  purchased  by 
the  Student  Loan  Marketing  Associ¬ 
ation  and  in  other  circumstances  ap¬ 
proved  by  the  Commissioner,  notes  (or 
any  Interest  in  notes)  evidencing  loans 
made  by  school  (or  made  to  students 
at  a  school  by  a  lender  having  common 
ownership  with  that  school)  shall  not 
be  sold  or  otherwise  transferred  at  dis¬ 
count.  A  school  may  not  pledge  a  loan 
covered  by  this  Part  as  security  for  a 
loan  bearing  aggregate  interest  and 
other  charges  in  excess  of  the  sum  of 
the  maximum  rate  of  interest  autho¬ 
rized  by  §  177.13(a)  plus  the  rate  of  the 
then  most  recently  prescribed  special 
allowance  under  §  177.23.  These  prohi¬ 
bitions  apply  to  any  shcool  or  lender 
which  would  be  a  party  to  the  pro¬ 
scribed  transactions.  This  section  shall 
not  preclude  a  purchaser  of  loans 
made  by  a  school  from  obtaining  a 
warranty  from  the  seller  of  those 
loans.  The  warranty  may  cover  future 
reductions  by  the  Commissioner,  in 
computing  the  amount  of  insurable 
loss,  if  any,  on  default  claims  filed  on 
the  loans,  where  the  reductions  are  at¬ 
tributable  to  an  act  or  failure  to  act  of 
the  seller  or  previous  holder.  However, 
the  warranty  shall  not  cover  matters 
for  which  a  purchaser  is  charged  with 
responsibility  under  this  part,  such  as 
due  diligence  in  collecting  loans  under 
subpart  F  of  this  part. 

(20  UJS.C.  1082.) 

§177.15  Affidavit. 

(a)  No  loan  or  loan  guarantee  may 
be  made  under  this  part  unless  the 
student  to  whom  it  is  made  his  filed 
with  the  lender  an  affidavit,  on  a  form 
provided  or  approved  by  the  Commis¬ 
sioner,  stating  that  the  money  attrib- 


4 


■  ,1, 


KOERAL  REGISTER.  VOL  43,  NO.  66— WEDNESDAY,  APRIL  5,  1978 


14390 


PROPOSED  RULES 


utable  to  the  loan  or  loan  guarantee 
will  be  used  solely  for  expenses  related 
to  attendance  at  the  eligible  school 
which  the  student  intends  to  attend  or 
is  attending. 

(b)  The  student  must  sign  the  affida¬ 
vit  in  the  presence  of  a  notary  or  other 
person  who  is  legally  authorized  to  ad¬ 
minister  oaths  or  affirmations  and 
who  does  not  take  part  in  the  recruit¬ 
ing  of  students  for  enrollment  at  the 
school  which  the  student  intends  to 
attend  or  is  attending.  The  notary  or 
other  person  must  enter  on  the  affida¬ 
vit  form  his  or  her  signature  and,  as 
applicable,  a  seal  or  stamp. 

(c)  The  affidavit  must  be  filed  with 
the  lender  before  the  lender  may 
apply  for  Federal  insurance  or  insur¬ 
ance  from  a  guarantee  agency.  The 
lender  must  retain  a  copy  of  the  affi¬ 
davit  in  accordance  with  §  177.39  or 
§  177.66.  A  copy  of  the  affidavit  or  a 
statement  that  the  affidavit  has  been 
filed  must  accompany  the  lender’s  ap¬ 
plication  for  Federal  insurance  or  in¬ 
surance  from  a  guarantee  agency. 

(20  U.S.C.  1082,  10S8g.) 

§  177.16  Forms. 

The  Commissioner  may  prescribe  or 
approve  the  forms  on  which  transac¬ 
tions  involving  loans  covered  by  this 
part  must  be  carried  out.  He  or  she 
may  also  prescribe  the  parties  by 
whom  the  forms  must  be  completed, 
the  parties  to  whom  they  must  be 
transmitted,  and  the  times  at  which 
they  must  be  transmitted.  A  school  or 
lender,  or  an  agent  of  either,  may  not 
ask  or  permit  a  borrower  to  sign  in 
blank  any  forms  used  in  connection 
with  loans  covered  by  this  part,  nor 
may  a  school  or  lender  itself  sign  any 
forms  in  blank.  Any  form  submitted  to 
the  Commissioner,  or  used  in  connec¬ 
tion  with  loans  covered  by  subpart  F, 
must  identify  and  be  signed  by  any 
agent  acting  on  behalf  of  a  principal. 
Any  form  used  in  connection  with  a 
transfer  of  loans  covered  by  subpart  F 
must,  in  addition,  identify  and  be 
signed  by  any  third  party  which  com¬ 
pletes  the  form  or  otherwise  facilities 
the  transfer. 

(20  UJ5.C.  1082.) 

§177.17  Refunds. 

(a)  Treatment  by  schools.  A  partici¬ 
pating  school  must  pay  that  portion  of 
a  refimd  (determined  under  part  168) 
that  is  allocable  to  a  loan  under  this 
part  directly  to  the  original  lender  (or 
to  a  subsequent  holder  of  the  loan 
note,  if  the  school  has  knowledge  of 
its  identity).  The  school  must  also  pro¬ 
vide  contemporaneous  written  notice 
to  the  borrower  that  it  is  doing  so.  By 
applying  for  a  loan  under  this  part  a 
student  shall  be  deemed  to  authorize 
the  participating  school  to  make  such 
a  payment. 

<b)  Treatment  by  lenders.  (1)  A 
holder  of  a  loan  made  under  this  part 


shall  treat  a  payment  received  from  a 
participating  8ch(X)l  under  this  section 
and  part  168  (representing  that  por¬ 
tion  of  a  refund  from  the  school  to  a 
student  borrower  which  is  allocable  to 
the  loan)  as  a  downward  adjustment  in 
the  amount  of  the  principal  amount  of 
the  loan. 

(2)  If  a  lender  receives  a  payment 
from  a  participating  school  which  rep¬ 
resents  the  portion  of  a  refund  from 
the  sch(X)l  to  a  student  borrower 
which  is  allocable  to  a  loan  made  or 
previously  held  by  the  lender,  but  no 
longer  held  by  that  lender,  the  lender 
shall  transmit  the  amount  of  that  pay¬ 
ment  to  the  party  to  whom  it  trans¬ 
ferred  or  assigned  the  loan,  together 
with  an  explanation  as  to  its  source. 
The  lender  must  provide  contempora¬ 
neous  written  notice  to  the  borrower 
of  the  transmission  of  this  amount. 

(20  U.S.C.  1082:  1088f-l(aK2).) 

Swbpart  C — F«d»ral  PaymanH 

§  177.21  Interest  benefits  to  lenders  on 
behalf  of  eligible  students. 

(a)  student  eligibility.  (DA  student 
is  eligible  for  payment  on  his  or  her 
behalf  by  the  Commissioner,  to  the 
holder  of  his  or  her  loan,  of  a  portion 
of  the  interest  on  the  loan  (Interest 
benefits)  as  determined  under  para¬ 
graph  (b)  of  this  section  if: 

(1)  The  student  has  received  a  loan 
from  an  eligible  lender  under: 

(A)  A  State  or  nonprofit  private 
guarantee  agency  program  meeting 
the  requirements  of  subpart  D,  or 

(B)  The  program  of  Federal  loan  in¬ 
surance  provided  for  in  subpart  F; 

(ii)  The  student  has  had  made  on  his 
or  her  behalf  the  statements  provided 
for  in  paragraph  (a)(4)  of  this  section; 
and 

(iii)  The  student’s  adjusted  family 
income  is: 

(A)  Less  than  $25,000;  or 

(B)  Equal  to  or  greater  than  $25,000 
and  the  student  has  had  made  on  his 
or  her  behalf  a  determination  of  need 
provided  for  in  paragraphs  (a)  (3)  or 
(5)  of  this  section  which  includes  a  rec¬ 
ommendation  for  a  subsidized  loan  in 
the  amount  of  such  need. 

(2)  In  order  for  a  student  whose  ad¬ 
justed  family  income  is  equal  to  or 
greater  than  $25,000  to  be  eligible  for 
payment  on  his  or  her  behalf  by  the 
Commissioner  of  interest  benefits  on 
his  or  her  entire  loan,  the  loan 
amount  must  not  exceed  the  recom¬ 
mendation  provided  under  paragraphs 
(a)  (3)  or  (5)  of  this  section  unless  the 
ba-sis  for  the  lender’s  making  a  larger 
subsidized  loan  has  been  put  in  writing 
and  made  a  part  of  the  lender’s  re¬ 
cords.  However,  in  no  case  may  a 
lender  which  is  also  the  participating 
school  make  a  loan  qualifying  for  in¬ 
terest  benefits  in  an  amount  in  excess 
of  its  own  recommendation. 

(3)  (i)  The  determination  of  need 
and  subsidized  loan  recommendation 


made  by  a  participating  school  under 
paragraph  (aKlKiiiXB)  of  this  section 
shall  be  made  prior  to  the  making  of  a 
loan.  The  determination  and  recom¬ 
mendation  shall  be  made  by  a  respon¬ 
sible  officer  of  the  participating  school 
which  the  student  would  be  attending 
during  the  period  of  the  loan,  by  sub¬ 
tracting  from  the  amount  determined 
by  the  school  to  be  the  estimated  cost 
of  attendance  at  that  school  for  the 
peri(xl  for  which  the  loan  is  to  be 
made,  the  expected  family  contribu¬ 
tion  with  respect  to  the  student  plus 
the  estimated  financial  assistance  (as 
defined  in  §  177.11)  that  the  school  de¬ 
termines  to  be  reasonably  available  to 
the  student  during  that  period. 

(ii)  For  the  purpose  of  this  para¬ 
graph  the  “expected  family  contribu¬ 
tion’’  shall  mean  the  amount  which  a 
student,  his  or  her  parents,  and  his  or 
her  spouse  may  be  realistically  expect¬ 
ed  to  contribute  toward  his  or  her 
postsecondary  education  for  that  aca¬ 
demic  period  to  be  covered  by  the 
loan.  The  determination  of  the  expect¬ 
ed  family  contribution  must  be  made 
by  a  participating  educational  institu¬ 
tion  through  the  use  of  a  method,  em¬ 
bodying  uniformly  applicable  stan¬ 
dard  and  criteria,  which  takes  into  ac¬ 
count  the  income,  assets  and  resources 
of  the  student,  and,  except  where  the 
conditions  set  forth  in  §  177.22(c)  are 
met,  the  income,  assets  and  resources 
of  the  student’s  parents  and  spouse. 
For  the  purpose  of  determining  a  stu¬ 
dent’s  expected  family  contribution 
under  this  paragraph,  a  participating 
institution  may  tise  any  method  ap¬ 
proved  for  use  in  determining  a  stu¬ 
dent’s  expected  family  (xmtribution 
for  the  National  Direct  Student  Loan 
Program  (45  CFR  144.13),  except  the 
method  used  to  calculate  a  student’s 
expected  family  contribution  for  the 
Basic  Educational  Opportunity  Grant 
Program  (45  CFR  part  190). 

(4)  To  have  interest  payments  made 
on  his  or  her  behalf,  a  student  shall 
submit  to  the  lender  a  statement,  in 
such  form  as  the  Commissioner  may 
prescribe,  which  shall  include: 

(i)  Certifications  by  a  participating 
school  as  set  forth  in  §  177.78: 

(ii)  Information  necessary  to  deter¬ 
mine.  under  §  177.22,  his  or  her  adjust¬ 
ed  family  income; 

(iii)  If  required  under  paragraph 
(a)(lKiiiKB),  a  statement  from  the 
participating  school  (or  the  Commis¬ 
sioner  or  guarantee  agency  under 
paragraph  (a)(5))  containing  the  ap¬ 
propriate  determination  and  recom¬ 
mendation;  and 

(iv)  Information  concerning  other 
loans  which  have  been  made  to  him  or 
her  under  programs  covered  by  this 
part. 

(5)  In  the  case  of  a  student  enrolled 
at  or  accepted  for  enrollment  at  a  par¬ 
ticipating  educational  institution 
which  is  not  l(x;ated  in  a  State  (i.e.,  a 
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foreign  school),  the  determination  of 
need' and  the  recommendation  of  sub¬ 
sidized  loan  amount  required  by  para¬ 
graph  (4Kiv)  of  this  section  shall  be 
made  by  the  Commissioner  (for  loans 
insured  by  the  Conunissioner),  or  by 
the  guarantee  agency  (for  loans  in¬ 
sured  by  tl|^  agency),  rather  than  by 
the  institution.  Whenever  a  determi¬ 
nation  of  need  and  recommendation  of 
subidized  loan  amount  is  required 
under  this  paragraph,  the  Commis¬ 
sioner  or  the  guarantee  agency  shall 
follow  the  procedures  set  forth  in 
paragraph  (3)  of  this  section. 

(6)  A  lender  making  a  loan  under 
this  Part  may,  if  acting  in  good  faith 
and  in  the  absence  of  information  to 
the  contrary,  rely  upon  statements 
submitted  by  the  borrower,  his  or  her 
family,  or  a  participating  educational 
institution  under  paragraph  (a)(4)  of 
this  section,  except  that  a  lender 
making  a  loan  under  the  Federal  In¬ 
sured  Student  Loan  Program  is  pre¬ 
cluded  to  the  extent  set  forth  in 
§  177.53(b)  from  relying  upon  certain 
certifications  by  a  school. 

(7)  Nothing  in  this  section  requires 
determination  of  need  for  a  loan  or  of 
an  expected  daily  contribution  or  of 
adjusted  family  income  with  respect  to 
the  making  or  insuring  of  any  loan 
covered  by  this  part  if  no  application 
for  Federal  interest  benefits  is  made. 

(b)  Payment  of  interest  benefits.  (1) 
After  a  loan  is  disbursed  to  a  student 
eligible  for  interest  benefits  under 
paragraph  (a)  of  this  section,  periodic 
reports  shall  be  submitted  to  the  Com¬ 
missioner  by  the  holder  in  such  form 
as  the  Commissioner  may  require.  On 
the  basis  of  these  reports,  the  Com¬ 
missioner  will  make  payments  of  inter¬ 
est  to  the  holder  of  the  loan  note  on 
behalf  of  the  student. 

(2)  Payment  of  Interest  benefits  on 
behalf  of  eligible  students  shall  be 
limited  to: 

(i)  The  total  amount  of  the  interest 
on  the  unpaid  principal  amount  of 
each  loan  which  accrues,  under 
§  177.13(a),  prior  to  the  beginning  of 
the  repayment  period  of  that  loan. 
The  repayment  period  is  considered  tq 
begin  on  the  date  that  the  first  install¬ 
ment  payment  is  due,  whether  or  not 
that  date  is  scheduled  by  mutual 
agreement  of  lender  and  borrower  and 
whether  or  not  repayment  actually 
begins  at  that  time; 

(il)  The  total  amount  of  the  interest 
which  accrues,  under  §  177.13(a),  on 
the  unpaid  principal  amount  during 
periods  in  which  repayment  of  princi¬ 
pal  is  deferred  on  account  of  the  bor¬ 
rower’s  service  to  the  Nation,  unem¬ 
ployment.  or  participation  in  approved 
graduate  or  fellowship  programs,  at¬ 
tendance  at  educational  institutions, 
as  provided  for  in  §  177.33(a)(lKxvii) 
or  §  177.58(g):  and 

(iii)  With  respect  to  a  loan  made 
prior  to.  or  made  under  a  binding  com¬ 


mitment  made  prior  to,  December  15, 
1968,  an  amount  equivalent  to  3  per¬ 
cent  per  year  of  the  unpaid  principal 
amount  of  such  loan  which  accrues, 
imder  §  177.13(a).  during  the  remain¬ 
der  of  the  repayment  period, 

(3)  Except  as  authorized  by 
§  177.13(a)(l)(ii).  payments  under 
paragraph  (b)(2)  of  this  section  shall 
not  include  any  interest  on  interest 
added  to  principal  or  exceed  the  inter¬ 
est  payable  by  the  student,  after 
taking  into  consideration  the  amount 
of  any  interest  on  a  loan  which  the 
student  is  entitled  to  have  paid  to  the 
holder  on  his  behalf  by  a  party  other 
than  the  Commissioner  under  a  guar¬ 
antee  agency  program. 

(4)  Special  interest  payment  for  ap¬ 
proved  multiple  installment  loans,  (i) 
Any  lender  (other  than  an  educational 
institution  or  an  agency  or  instrumen¬ 
tality  of  a  State),  which  is  approved  by 
the  Commissioner  in  accordance  with 
paragraph  (4)(ii)  of  this  section  and 
which  enters  into  a  binding  commit¬ 
ment  with  a  student  to  make  a  loan, 
may  be  paid  interest  (as  well  as  special 
allowance)  on  a  loan  that  qualifies  for 
Federal  interest  benefits  based  on  the 
entire  approved  loan  amount  even 
though  only  a  portion  of  it  is  dis¬ 
bursed.  The  interest  and  special 
allowance  will  begin  to  accrue  on  the 
date  of  disbursement  of  the  first  in¬ 
stallment  of  the  loan. 

(ii)  In  order  to  be  approved  by  the 
Commissioner  for  the  purposes  of  this 
paragraph,  a  lender  must: 

(A)  Submit  an  application  on  a  form 
provided  by  the  Commissioner  includ¬ 
ing  such  information  as  he  or  she  may 
require: 

(B)  Agree  to  disburse  the  proceeds  of 
any  such  loan  for  which  this  payment 
is  to  be  made  in  installments  in  accor¬ 
dance  with  the  provisions  of  subpara¬ 
graph  (iii)  of  this  paragraph  over  the 
period  of  enrollment  for  which  the 
loan  is  made  (not  to  exceed  12 
months): 

(C)  Have  made,  or  expect  to  have 
made  within  a  12  month  period  includ¬ 
ing  the  date  on  which  the  lender 
makes  application  under  this  section, 
loans  guaranteed  under  this  part 
which  qualify  for  Federal  interest 
benefits  and  amounting  to  at  least  1 
percent  or  more  of  its  total  consumer 
loan  portfolio  (excluding  commercial 
loans  and  home  mortgages)  or 
$100,000,  whichever  is  less: 

(D)  Have  been  making  loans  insured 
under  this  part  for  at  least  one  year: 
and 

(E)  Have  not  had  its  eligibility  to 
lend  under  this  part  limited,  suspend¬ 
ed  or  terminated  by  the  CommLssioner 
under  the  provisions  of  subpart  H  or 
by  a  guarantee  agency  during  the  pre¬ 
ceding  3-year  period. 

(iii)  Payment  of  Federal  Interest  and 
special  allowance  may  be  made  in  ac¬ 
cordance  with  this  paragraph  only  in 


the  case  of  a  loan  which  is  disbursed  in 
two  or  more  installments  none  of 
which  exceeds  one-half  of  the  loan, 
and  the  interval  between  the  first  and 
second  of  wliich  is  not  less  than  one- 
third  of  the  period  of  enrollment  for 
which  the  loan  is  made. 

(5)  The  Commissioner’s  obligation  to 
pay  interest  benefits  under  this  sec¬ 
tion  shall  terminate  upon  default  by 
the  borrower  (as  defined  in  §177,11). 
This  obligation  shall  also  terminate 
upon  a  determination  of  the  death  or 
total  and  permanent  disability  of  the 
borrower,  under  §  177.25,  and  upon  the 
borrower’s  adjudication  as  a  bankrupt. 
However,  in  cases  of  death  or  total  and 
permanent  disability  in  which  the  re¬ 
payment  period  has  not  commenced, 
the  obligation  shall  terminate  not 
later  than  120  days  following  the  hold¬ 
er’s  receipt  of  a  request  for  loan  can¬ 
cellation  on  account  of  those  causes. 

(20  U.S.C.  1078;  1082;  1088f.) 

§  177.22  Adjusted  family  incurae. 

(a)  Computation..  In  general,  for  pur¬ 
poses  of  §  177.21,  adjusted  family 
income  will  be  compute<l  by  adding  to¬ 
gether  90  percent  of  the  adjusted 
gross  incomes  (as  defined  in  section  62 
of  the  Internal  Revenue  Code,  or  in 
the  ca.se  of  residents  of  Puerto  Rico,  as 
defined  in  section  22(n)  of  the  Com¬ 
monwealth  Tax  Act  of  1954)  of  the 
student  borrower,  his  or  her  spouse, 
and  his  or  her  parents  for  the  tax  year 
immediately  preceding  the  tax  year  of 
execution  of  the  note  or  written  agree¬ 
ment  evidencing  the  loan,  and  deduct¬ 
ing  from  the  sum: 

(1)  An  amount  equal  to  the  amount 
allowable  on  account  of  exemptions 
for  il:ese  individuals  for  that  year 
(under  section  151  of  the  Internal  Rev¬ 
enue  Code  or,  in  the  case  of  residents 
of  Puerto  Rico,  under  section  25  of  the 
Commonwealth  Tax  Act  of  1954);  plus 

(2)  An  amount  equal  to  the  loss  in¬ 
curred  by  those  individuals  on  account 
of  a  disaster  occurring  during  the  pre¬ 
ceding  tax  year  or  the  current  tax 
year  in  an  area  which  has  been  de¬ 
clared  to  have  suffered  a  “major  disas¬ 
ter’’  as  defined  in  section  2(a)  of  the 
Act  of  September  30,  1950  (42  U.S.C. 
1855a(a)).  The  amount  of  loss  shall  be 
determined  in  accordance  with 
instructions  issued  by  the  Commis¬ 
sioner. 

(b)  Computation  of  income  from  for¬ 
eign  sources.  In  cases  in  which  any  of 
the  income  of  the  borrower,  the  bor¬ 
rower’s  spouse  or  the  borrower’s  par¬ 
ents  is  not  subject  to  taxation  under 
the  Internal  Revenue  Code  or  the 
Commonwealth  Tax  Act  of  1954  due 
to  the  fact  that  the  individual  is  (1)  re¬ 
siding  abroad,  or  (2)  a  nonresident 
alien,  that  income  shall  be  included  in 
the  borrower’s  adjusted  family 
income.  Income  described  in  para¬ 
graph  (b)(1)  of  this  section  shall  be 
treated  as  if  subject  to  taxation  under 
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the  Internal  Revenue  Code  and  com¬ 
puted  (together  with  any  income 
which  is  subject  to  taxation)  in  accor¬ 
dance  with  paragraph  (a)  of  this  sec¬ 
tion.  Income  described  in  paragraph 
(bK2)  of  this  section  shall  be  comput¬ 
ed  in  accordance  with  instructions 
issued  by  the  Commissioner. 

(c)  Exclusion  of  income  of  parents  or 
spouse  in  certain  circumstances.  The 
income  of  a  parent  shall  be  excluded 
from  consideration  under  paragraph 

(a)  or  (b)  of  this  section  if  the  parent 
has  died  prior  to  the  determination,  or 
if  the  borrower  is  not.  and  has  not 
been  at  any  time  during  the  12  months 
preceding  the  determination,  either 
(1)  residing  with  (whether  or  not  the 
borrower  paid  room  and  board  or  oth¬ 
erwise  compensated  his  or  her  parents 
for  such  residency),  (2)  claimed  as  a 
dependent  for  Federal  income  tax  pur¬ 
poses  by,  or  (3)  the  recipient  of  an 
amount  in  excess  of  $600  from,  the 
parent.  If  the  student’s  parents  have 
lived  together  at  any  time  during  the 
12  month  period,  in  order  to  meet  the 
restrictions  of  paragraphs  (c)(2)  and 
(3)  of  this  section  the  borrower  must 
meet  the  restrictions  as  to  both  par¬ 
ents.  The  borrower  need  not,  however, 
meet  the  restrictions  of  paragraphs 
(c)(1)  and  (3)  of  this  section,  in  order 
to  have  his  or  her  parents’  income  ex¬ 
cluded  from  his  or  her  adjusted  family 
income,  if  the  borrower  has  during  the 
12  month  period,  filed  a  Federal 
income  tax  retirni  claiming  his  or  her 
parents  as  dependents.  The  income  of 
the  borrower’s  spouse  shall  also  be  ex¬ 
cluded  from  consideration  under  para¬ 
graph  (a)  or  (b)  of  this  section  where, 
prior  to  the  determination,  the  spouse 
has  died,  the  borrower  and  spouse 
have  been  divorced,  or  there  has  been 
a  legal  separation  approved  by  a  court 
or  a  separation  which  has,  in  fact,  ex¬ 
isted  for  12  months  or  more.  Persons 
whose  income  is  excluded  under  this 
paragraph  shall  not  be  required  to 
complete  or  sign  any  forms  designed 
for  the  purpose  of  computing  adjusted 
family  income. 

(d)  Method  of  determination.  The 
determination  of  the  adjusted  family 
income  of  a  student  borrower  shall  be 
made  in  such  manner  and  on  the  basis 
of  information  submitted  on  such 
forms  as  may  be  supplied  or  approved 
by  the  Commissioner.  The  determina¬ 
tion  shall  be  made  each  time  funds  are 
advanced,  except  that  no  new  determi¬ 
nation  need  be  made  with  respect  to 
funds  advanced  (1)  within  the  same 
tax  year  as  that  in  which  a  determina¬ 
tion  was  last  made  or  (2)  on  a  line  of 
credit  extended  where  a  determination 
has  been  made  during  the  preceding 
12  month  period  in  connection  with 
funds  advanced  on  that  line  of  credit. 

(20  U.S.C.  1078,  1082.) 

§177.23  Special  allowance  payments  to 
lenders. 

(a)  In  order  to  assure  that  the  limi¬ 
tation  on  interest  payments  or  other 


conditions  on  loans  made  or  insured 
under  this  part  do  not  impede  or 
threaten  to  impede  program  purposes 
or  cause  the  return  to  holders  of  loan 
notes  to  be  less  than  equitable,  a  spe¬ 
cial  allowance  shall  be  paid  by  the 
Commissioner  in  accordance  with  the 
following  provisions  to  each  holder  of 
a  loan  which  is  insure  by  the  Commis¬ 
sioner  (under  subpart  F  of  this  part) 
or  by  a  guarantee  agency  under  a  pro¬ 
gram  covered  by  an  agreement  with 
the  Commissioner  (under  subpart  D  of 
this  part). 

(b)  The  special  allowance  shall  be 
paid  for  each  of  the  3-month  periods 
ending  March  31,  June  30,  September 
30,  and  December  31  of  every  year, 
and  the  amount  of  the  allowance  paid 
to  any  holder  with  respect  to  any  3- 
month  period  shall  be  a  percentage  of 
the  average  unpaid  balance  of  princi¬ 
pal  (not  including  unearned  interest 
added  to  principal)  of  all  eligible  loans 
held  during  that  period.  The  special 
allowance  shall  be  determined,  at  the 
election  of  the  holder,  either  (1)  by 
adding  the  unpaid  balance  of  principal 
of  all  eligible  loans  outstanding  on  the 
first  day  of  the  3-month  period  and 
the  unpaid  balance  of  principal  of  all 
loans  outstanding  on  the  last  day  of 
the  period  and  dividing  by  2,  or  (2)  by 
adding  the  unpaid  balance  of  principsil 
on  all  eligible  loans  outstanding  on 
each  day  of  the  3 -month  period  and  di¬ 
viding  by  the  number  of  days  in  that 
period  (average  daily  balance  method). 
For  purposes  of  this  paragraph  a  loan 
shall  be  considered  “outstanding”  if  it 
has  not  been  repaid  by  the  borrower 
and  a  claim  for  loss  on  the  loan  has 
not  been  approved  or  finally  refused 
by  the  Commissioner  or  a  guarantee 
agency.  The  holder  may  not  change  its 
method  of  determining  the  average 
unpaid  balance  of  principal  without 
the  prior  approval  of  the  Commission¬ 
er.  The  amount  of  unpaid  principal  on 
individual  loans  for  purposes  of  special 
allowance  billings  may  include  interest 
added  to  principal  under  §177.58(h)  or 
under  similar  policies  of  guarantee 
agency  programs  (for  loans  insured 
under  subpart  D).  Principal  may  also 
include  interest  accruing  during  peri¬ 
ods  of  authorized  lender  forbearance 
when  added  to  principal  under 
§  177.60,  or  under  similar  policies  of  a 
guarantee  agency  (for  loans  insured 
under  subpart  D). 

(c)  The  percentage  rate  used  to  cal¬ 
culate  the  special  allowance  to  be  paid 
quarterly  under  paragraph  (b)  of  this 
section  shall  be  determined  by  sub¬ 
tracting  3.5  percent  from  the  average 
of  the  bond  equivalent  rates  of  the  91- 
day  ’Treasury  bills  auctioned  during 
the  3-month  period,  rounding  the  re¬ 
sulting  percent  upward  to  the  nearest 
one-eighth  of  1  percent,  and  then  di¬ 
viding  that  resulting  amount  percent 
by  four. 

(d)  If  the  special  allowance  rate  com¬ 
puted  according  to  paragraph  (c)  for 


any  3-month  period  would  cause  the 
special  allowance  rate  for  the  previous 
12-month  period  (including  that  3- 
month  period  and  the  preceding  three 
periods)  to  exceed  5  percent,  the  rate 
determining  the  special  allowance  to 
be  paid  for  that  period  will  be  reduced 
to  the  highest  one-eighthlbf  1  percent 
which  would  not  cause  an  excess. 

(e)  After  the  close  of  each  3-month 
period,  the  Commissioner  will  an¬ 
nounce  the  rate  to  be  used  in  deter¬ 
mining  the  special  allowance  for  the 
period.  ’The  holder  of  a  loan  with  re¬ 
spect  to  which  any  allowance  is  enti¬ 
tled  to  be  paid  shall  be  deemed  to  have 
a  contractual  right,  as  against  the 
United  States,  to  the  special  allowance 
from  the  Commissioner. 

(f)  Special  allowance  payment  for 
approved  multiple  installment  loans. 
An  eligible  lender  (other  than  an  edu¬ 
cational  institution  or  an  agency  or  in¬ 
strumentality  of  a  State)  which  is  ap¬ 
proved  by  the  Commissioner  under 
section  177,21(b)(4)  and  which  enters 
into  a  binding  commitment  with  a  stu¬ 
dent  to  make  a  loan  which  qualifies 
for  Federal  interest  benefits  may  be 
paid  the  special  allowance  based  on 
the  entire  loan  amount  even  though 
only  a  portion  of  the  loan  is  disbursed 
if  that  lender  disburses  the  loan  in 
multiple  installments  in  accordance 
with  that  section. 

(20  U.S.C.  1082,  1087-1.) 

§  177.24  Penalty  interest  payments  to 
lenders. 

If  payment  of  the  special  allowance 
payable  under  §  177.23  or  of  interest 
payable  under  §  177.21  with  respect  to 
a  loan  is  not  authorized  by  the  Com¬ 
missioner  within  30  days  of  his  or  her 
receipt  of  an  accurate,  timely,  and 
complete  request  for  payment  thereof, 
the  special  allowance  payable  to  the 
holder  of  the  lotui  will  be  increased  by 
an  amount  equal  to  the  daily  interest 
accruing  on  the  special  allowance  and 
interest  benefit  payments  due  the 
lender.  This  daily  interest  shall  be 
computed  at  the  daily  equivalent  rate 
of  7  percent  plus  the  annual  rate  of 
special  allowance  for  the  3-month 
period  most  recently  ended.  Penalty 
interest  shall  be  paid;  (a)  For  the  later 
of  the  31st  day  after  the  receipt  of  the 
lender’s  request  for  payment,  or  the 
31st  day  after  the  final  day  of  the 
period  (or  periods)  covered  by  the  re¬ 
quest;  and  (b)  for  each  succeeding  day 
until,  and  including,  the  day  the  Com¬ 
missioner  authorizes  payment. 

(20  U.S.C.  1087-1.) 

§  177.25  Death,  disability,  and  bankruptcy 
payments  to  lenders  and  guarantee 
agencies. 

(a)  In  the  event  that  a  borrower  of  a 
loan  insured  by  the  Commissioner 
under  Subpart  F  dies,  becomes  totally 
and  permanently  disabled  or  is  adjudi- 
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Gated  a  bankrupt,  the  Commissioner 
shall  reimburse  the  holder  of  the  loan 
In  accordance  with  the  provisions  oi 
§§  177.62,  177.64,  and  177.65. 

(b)  In  the  event  that  a  borrower  of  a 
loan  ihade  on  or  after  December  15, 
1968,  and  insured  unJet  a  loan  insur¬ 
ance  program  covered  by  an  agree¬ 
ment  between  a  guarantee  agency  and 
the  Commissioner  under  §  177.33  dies 
or  becomes  totally  and  permanently 
disabled,  the  Commissioner  shall  pay 
the  borrower’s  obligation  in  accor¬ 
dance  with  subparagraphs  (1)  and  (2) 
of  this  paragraph.  The  Commissioner 
shall  also  pay  the  borrower’s  obliga¬ 
tion  in  accordance  with  the  following 
provisions  in  the  event  that  a  borrow¬ 
er  of  a  loan  made  on  any  date  and  in¬ 
sured  under  a  program  covered  by 
such  an  agreement  is  adjudicated  a 
bankrupt: 

(1)  The  Commissioner  shall  pay  the 
borrower’s  obligation  for  unpaid  prin¬ 
cipal.  In  addition,  the  Cummis.sioner 
shall  pay  the  borrower’s  obligation  for 
unpaid  interest  on  the  loan  w  hich  ac¬ 
crues  during  the  periods  described  in 
5  177.64(e),  (f)  or  (g),  except  that  the 
references  in  paragraphs  (e)  (4)  and 

(5) ,  and  (f)  (4)  and  (5),  and  (g)(5)  and 

(6)  of  §  177.64  to  the  Commissioner 
shall  be  understood  to  be  references  to 
the  guarantee  agency  if  the  loan  is 
held  by  an  eligible  lender.  Further, 
the  period  referred  to  in  paragraph 
(e)(3)  shall  be  understood  to  be  a 
period  ending  30  days  after  the  party 
filing  the  claims  determines  that  the 
borrower  has  been  adjudicated  a  bank¬ 
rupt.  and  the  periods  referred  to  in 
paragraphs  (f)(3)  and  (g)(4)  of  5  177.64 
shall  be  understood  to  be  periods 
ending  60  days  after  the  party  filing 
the  claim  determines  that  the  borrow¬ 
er  is  dead  or  is  notified  that  the  Com¬ 
missioner  has  determined  the  borrow¬ 
er  to  be  totally  and  permanently  dis¬ 
abled. 

(2)  A  determination  as  to  whether  or 
not  a  borrower  has  died,  become  total¬ 
ly  and  permanently  disabled  or  has 
t^n  adjudicated  a  bankrupt  shall  be 
made  in  accordance  with  the  provi¬ 
sions  of  5  177.62,  except  that  the  refer¬ 
ences  to  the  Commissioner  in  §  177.62 
(a)  and  (c)  shall  be  understood  to  be 
references  to  the  guarantee  agency  if 
the  loan  is  held  by  an  eligible  lender. 

(3)  A  lender  shall  submit  evidence 
that  a  borrower  has  died,  become  to¬ 
tally  and  permanently  disabled,  or 
been  adjudicated  a  bankrupt  to  the 
guaranty  agency.  The  guarantee 
agency  shall  return  to  the  lender  any 
submission  which  is  not  accurate  and 
complete.  When  the  evidence  is  that 
of  a  borrower’s  death  or  adjudication 
as  a  bankrupt,  the  agency  may  pay  to 
the  holder  the  amount  authorized  by 
this  section,  and  the  Commissioner 
shall  periodically  reimburse  the  guar¬ 
antee  agency  for  these  payments. 
When  the  evidence  is  that  of  a  borrow¬ 
er’s  total  and  permanent  disability  the 


submission  shall,  if  in  proper  form,  be 
promptly  forwarded  to  the  Commis¬ 
sioner  by  the  guarantee  agency.  The 
Commissioner  shall  advise  the  holder 
or  the  guarantee  agency,  or  both,  as  to 
whether  or  not  the  holder’s  determi¬ 
nation  that  the  borrower  has  become 
totally  and  pennanently  disabled  is 
approved.  A  payment  for  an  approved 
determination  will  be  made  directly  to 
the  holder  or  through  the  guarantee 
agency. 

(4)  In  no  case  shall  a  claim  be  paid 
under  this  paragraph  (b)  of  this  sec¬ 
tion  if  the  loan  is  no  longer  considered 
insurable  by  the  guarantee  agency.  A 
claim  on  a  loan  held  by  a  guarantee 
agency  after  payment  of  a  default 
claim  to  a  lender  shall  be  paid  under 
this  section.  Provided  That:  (i)  The 
borrower  dies,  becomes  totally  and 
permanently  di.sabled,  or  is  adjudicat¬ 
ed  a  bankrupt  within  15  years  of  the 
date  the  loan  was  made,  (ii)  the  guar¬ 
antee  agency  has  not  written  off  the 
loan  as  uncollectible,  and  (iii)  the 
guarantee  agency  exercised  due  dili¬ 
gence  in  the  collection  of  the  loan 
until  the  borrower  died,  became  total¬ 
ly  and  permanently  disabled,  or  wa.s 
adjudicated  a  bankrupt.  The  amount 
of  the  payment  shall  be  reduced  by 
the  amount  of  a  reinsurance  claim 
paid  by  the  Commissioner  under  an 
agreement  with  the  guarantee  agency 
under  §§  177.36  or  177.37,  le.ss  any  sub- 
.sequent  reimbursement  to  the  Com¬ 
missioner  from  amounts  collected  by 
the  guarantee  agency  from,  or  on 
behalf  of.  the  borrower. 

(5)  If  the  guarantee  agency  receives 
any  payments  from,  or  on  behalf  of,  a 
borrower  of  a  loan  on  which  the  Com¬ 
missioner  paid  a  claim  under  para¬ 
graph  (b)  because  the  borrower  was 
adjudicated  a  bankrupt,  the  guarantee 
agency  shall  submit  100  percent  of 
these  payments  to  the  Commissioner, 

(6)  In  the  event  that  a  guarantee 
agency  determines  that  a  loan  obliga¬ 
tion  which  the  Commissioner  paid 
under  paragraph  (b)  because  the  bor- 
row’er  was  adjudicated  a  banknipt  is 
not  likely  to  be  discharged  in  bank¬ 
ruptcy,  then  the  guarantee  agency 
shall  submit  to  the  Commissioner  an 
amount  equal  to  the  difference  be¬ 
tween  the  amount  the  Commissioner 
paid  the  guarantee  agency  on  account 
of  the  borrower’s  adjudication  and  the 
amount  the  Commissioner  would  have 
paid  the  guarantee  agency  if  the  claim 
had  been  originally  submitted  on  a  de¬ 
fault  basis.  In  addition,  from  any 
amounts  which  the  guarantee  agency 
paid  the  Commissioner  under  para¬ 
graph  (b)(5),  the  Commissioner  shall 
pay  the  guarantee  agency  an  amount 
which  the  guarantee  agency  would 
have  been  permitted  to  keep  in  accor¬ 
dance  with  §  177.36(d)  and 
§  177.37(f)(7)  if  the  claim  had  been 
originally  submitted  on  a  default  basis. 

(20  U.S.C.  1082,  1087) 


§  177.26  Administrative  cost  allowance  to 
lenders. 

(a)  An  administrative  cost  allowance 
may  be  paid  to  holders  by  the  Com¬ 
missioner  with  respect  to  loans  insured 
by  the  Commissioner  (under  Subpart 
F  of  this  Part)  or  by  a  guarantee 
agency  (under  a  program  covered  by 
an  agreement  with  the  Commissioner 
under  Subpart  D  of  this  Part)  pro¬ 
vided  that  the  loans  were  made  in  a 
State  (1)  during  the  period  August  3, 
1968,  tluough  the  120th  day  after  ad- 
jourrunent  of  the  State’s  first  legisla¬ 
tive  .se.ssion.  adjourning  after  January 
1,  1969,  and  (2)  at  a  time  when  under 
the  State  law  applicable  to  these 
loans,  interest  charges  were  limited  to 
less  than  7  percent. 

(b)  Tlie  amount  of  the  administra¬ 
tive  co.st  allowance  may  not  exceed  the 
le.sser  of  1  percent  per  year  of  unpaid 
principal  of  eligible  loans  (not  includ¬ 
ing  interest  or  other  charges  added  to 
principal)  or  the  percentage  of  unpaid 
principal  which,  w’hen  added  to  the 
maximum  interest  rate  that  may  be 
charged  to  the  borrower  under  State 
law.  equals  7  percent  per  year. 

(c) .  Administrative  cost  allowances 
may  not  be  paid  with  respect  to  any 
loan  made  or  contracted  for  prior  to 
August  3.  1968,  whetlier  or  not  consoli¬ 
dated  with  or  converted  to  a  loan 
made  on  or  after  August  3,  1968. 

(d)  Payment  of  the  administrative 
cost  allowance  with  respect  to  eligible 
loans  shall  be  made  in  accordance  with 
the  rules  applicable  to  payment  of  in¬ 
terest  benefits  under  §  177.21(b). 

(20  U.S.C.  1078.  1082.) 

5  177.27  Administrative  cost  allowance  to 
participating  .schools. 

(a)  Any  participating  educational  in¬ 
stitution  is  eligible  to  receive  (when, 
and  to  the  extent  that,  funds  are  ap¬ 
propriated)  an  annual  payment  equal 
to  ten  dollars  per  student  enrolled  at 
that  institution  during  the  preceding 
award  period  who  received  a  loan  in¬ 
sured  under  this  Paid  to  meet  costs  of 
education  for  a  period  of  enrollment 
beginning  during  that  award  period. 
No  individual  can  be  counted  more 
than  once  for  this  purpose  in  any 
award  period  by  a  single  educational 
institution.  The  amount  a  school  re¬ 
ceives  under  this  section  must  be  used 
first  to  provide  consumer  information 
services  in  accordance  with  Part  178 
and  then  for  additional  costs  of  admin¬ 
istering  student  financial  aid  programs 
under  Title  IV  of  the  Higher  Educa¬ 
tion  Act.  In  order  to  receive  this  pay¬ 
ment.  a  participating  school  must:  (1) 
Submit  an  application  on  such  form, 
at  such  time,  and  containing  such  in¬ 
formation  as  the  Commissioner  may 
require;  (2)  state  in  the  application  the 
number  of  students  enrolled  at  the  in¬ 
stitution  during  the  preceding  award 
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period  on  at  least  a  half-time  basis 
who  received  loans  insured  under  this 
Part  to  cover  the  costs  of  education 
for  periods  of  enrollment  beginning 
during  that  award  period  (such  report 
will  be  subject  to  audit  by  the  Com¬ 
missioner  or  a  designee):  and  (3) 
assure  that  it  will  comply  with  the 
provisions  of  Part  178. 

(b)  For  purposes  of  this  section, 
"award  period”  means  a  12  month 
period  beginning  on  July  1  of  each  cal¬ 
endar  year. 

(c)  If  the  funds  appropriated  for  any 
fiscal  year  for  making  payments  under 
this  section  are  not  sufficient  to  pro¬ 
vide  the  full  amounts  prescribed  under 
paragraph  (a)  of  this  section,  then 
payments  will  be  proportionately  re¬ 
duced.  If  additional  funds  become 
available  for  making  payments  for  any 
fiscal  year  for  which  payments  have 
been  reduced,  the  reduced  amounts 
will  be  increased  on  the  same  basis  as 
they  were  reduced. 

(20  U.S.C.  1078.  1082) 

Subpart  D — Guorantoa  Agancy  Program* 

§  177.31  Scope. 

The  Commissioner  may  enter  into 
agreements  with  guarantee  agencies 
whereby  eligible  student  borrowers 
whose  loans  are  guaranteed  may  quali¬ 
fy  for  Federal  interest  benefits,  par¬ 
ticipating  lenders  may  receive  special 
allowances,  penalty  interest,  and 
death,  disability  and  bankruptcy  pay¬ 
ments  through  the  guarantee  agen¬ 
cies,  and  the  guarantee  agencies  may 
receive  administrative  allowance  pay¬ 
ments,  reinsurance  payments,  and  ad¬ 
vances  to  strengthen  their  reserve 
funds  and  to  make  payments  of  insur¬ 
ance  obligations.  Before  these  agree¬ 
ments  can  be  executed,  certain  re¬ 
quirements  must  be  met  by  guarantee 
agency  programs. 

(20  U.S.C.  1072,  1078, 1082,  1087,  1087-1.) 

§  177.32  Agreements  between  guarantee 
agencies  and  the  Commissioner. 

(a)  The  Commissioner  may  enter 
into  agreements  with  a  guarantee 
agency  under  §§  177.33-.38,  inclusive,  if 
he  or  she  determines  that  the  loan  in¬ 
surance  program  of  the  guarantee 
agency  meets  the  respective  require¬ 
ments  of  those  sections.  Each  agree¬ 
ment  shall  be  subject  to  all  subsequent 
changes  in  legislation  and  regulations 
applicable  to  the  Guaranteed  Student 
Loan  Program. 

(b)  Any  agreement  made  under  this 
Subpart  may  be  terminated  by  either 
party  upon  not  less  than  60  days  writ¬ 
ten  notice  to  the  other  party,  except 
that  the  Conunissioner  may  terminate 
an  agreement  only  for  cause.  Termina¬ 
tion  shall  not  affect  obligations  in¬ 
curred  under  the  agreement  by  either 
party  before  the  effective  date  of  ter¬ 
mination.  If  termination  is  effected  by 


the  Commi.ssioner,  it  will  not  become 
final  until  the  guarantee  agency  has 
been  afforded  reasonable  notice  and 
an  opportunity  for  a  hearing  except 
that  the  Commi.ssioner  may  suspend 
the  agreement  pending  the  outcome  of 
the  hearing  if  he  or  she  determines 
that  such  action  is  necessary  in  order 
to  prevent  substantial  harm  to  Federal 
interests. 

(c)  If  the  Commissioner  finds  that 
any  of  the  assurances  or  representa¬ 
tions  made  by  the  guarantee  agency  in 
connection  with  an  agreement  are  in¬ 
complete  or  incorrect  in  any  material 
respect  or  that  there  has  been  a  fail¬ 
ure  by  the  guarantee  agency  to 
comply  with  any  of  the  provisions  of 
the  agreement  or  applicable  Federal 
law  or  regulations,  he  or  she  may  take 
action  short  of  termination  as  may  be 
necessary  to  protect  the  interests  of 
the  United  States.  This  action  may  in¬ 
clude  withholding  payments  to  be 
made  to  the  guarantee  agency  until 
adequate  documentation  therefor  is 
provided  or  requiring  that  the  guaran¬ 
tee  agency  reimburse  the  Commission¬ 
er  for  any  payments  made,  or  any  pay¬ 
ments  which  the  Commissioner  has 
become  obligated  to  make,  as  a  result 
of  the  guarantee  agency’s  making  in¬ 
complete  or  incorrect  statements  or 
violating  provisions  of  the  agreement 
or  applicable  Federal  law  or  regula¬ 
tions. 

(20  U.S.C.  1072,  1078,  1078-1,  1082.) 

§  177.33  Payment  of  Federal  Interest  bene¬ 
fits. 

(a)(1)  Payment  of  interest  benefits 
by  the  Commissioner  under  §  177.21 
for  loans  insured  by  a  guarantee 
agency  shall  be  available  only  insofar 
as  the  loans  for  which  the  interest 
benefits  are  paid  are  covered  under  an 
agreement  between  the  guarantee 
agency  and  the  Commissioner.  Ihe 
Commissioner  may  enter  into  this 
agreement  if  he  or  she  determines 
that  the  guarantee  agency  program: 

(i)  Except  as  provided  in  subpara¬ 
graphs  (iii)  and  (iv)  of  this  paragraph, 
authorizes  the  insurance  in  any  aca¬ 
demic  year  of  loans  in  amounts  up  to 
at  least  $1,000  but  not  to  exceed  $2,500 
to  any  student  who  has  not  successful¬ 
ly  completed  a  program  of  undergrad¬ 
uate  education,  and  not  to  exceed 
$5,000  to  any  graduate  or  professional 
student  (as  defined  in  §  177.11),  in  any 
academic  year,  after  taking  into  ac¬ 
count,  with  respect  to  the  maximum 
loan  amount,  other  loans  covered  by 
this  Part  which  the  student  has  re¬ 
ceived  in  the  same  academic  year. 

(ii)  Provides  that  the  aggregate  in¬ 
sured  unpaid  principal  amount  of  all 
loans  made  to  any  student  under  pro¬ 
grams  covered  under  this  Part  shall 
not  at  any  time  exceed  $7,500  in  the 
case  of  a  student  in  attendance  at  a  vo¬ 
cational  school  or  as  other  than  a 
graduate  or  professional  student  at  an 


institution  of  higher  education,  or 
$15,000  in  the  case  of  a  grraduate  or 
professional  stiident,  including  loans 
which  were  made  to  that  penson 
before  he  or  she  became  a  graduate  or 
professional  student; 

(iii)  Does  not  authorize  the  insur¬ 
ance  of  loans  made  by  a  State  agency, 
by  a  private  nonprofit  lending  agency 
designated  by  a  State,  or  made  or 
originated  by  an  educational  institu¬ 
tion  to  any  student  who  is  in  his  or 
her  first  academic  year  of  a  program 
of  postsecondary  education  and  who 
has  not  previously  enrolled  in  such  a 
program  in  an  amount  in  excess  of  the 
lesser  of  $2,500  or  50  percent  of  the  es¬ 
timated  cost  of  the  student’s  atten¬ 
dance; 

(iv)  Does  not  authorize  the  insur¬ 
ance  of  any  loans  in  excess  of  $1,500 
for  any  academic  year  which  are  made 
or  originated  by  an  eligible  institution 
to  such  a  student  as  described  in  sub- 
paragraph  (iii)  unless  the  loan  is  to  be 
disbursed  in  two  or  more  Installments, 
none  of  which  exceeds  one-half  of  the 
loan,  with  the  interval  betw'een  the 
first  and  the  second  installments  being 
not  less  than  one-third  of  the  period 
of  enrollment  for  w’hlch  the  loan  is 
made.  However,  a  loan  which  is  made 
to  cover  the  expenses  of  a  single  aca¬ 
demic  period  of  less  than  five  months 
is  not  subject  to  these  requirements. 
For  the  purposes  of  this  paragraph,  all 
loans  made  within  any  period  of  90 
days  will  be  considered  a  single  loan; 

(V)  Authorizes  the  insurance  of  loans 
to  an  individual  student  for  at  least  6 
academic  years  of  study  or  their  equiv¬ 
alent; 

(Vi)  Provides  that  (A)  the  student 
borrower  shall  be  entitled  to  acceler¬ 
ate  without  penalty  the  repayment  of 
the  whole  or  any  part  of  an  unsured 
loan  and  (B)  the  insured  loan  shall  be 
repaid  within  15  years  from  the  date 
of  exectition  of  the  initial  note  or 
other  evidence  of  the  loan,  excluding 
periods  after  December  14,  1968,  de¬ 
scribed  in  paragraph  (a)(l)(xvii)  of 
this  section  and  periods  of  forbearance 
as  described  in  §  177.36(c)(8); 

(vii)  Provides  that,  excluding  periods 
after  December  14,  1968,  described  in 
paragraph  (a)(l)(xvii)  of  this  section 
and  periods  of  forbearance  and  subject 
to  the  provisions  of  paragraphs 
(a)(l)(vi)(B)  and  (xiii)  of  this  .section, 
repayment  of  loans  shall  be  in  install¬ 
ments  over  a  period  of  not  less  than  5 
years  nor  more  than  10  years  begin¬ 
ning  not  earlier  than  nine  months  nor 
later  than  one  year  after  the  student 
ceases  to  pursue  a  full-time  course  of 
study  at  a  participating  .school.  Howev¬ 
er,  if  during  the  9  to  12  month  grace 
l>eriod  the  borrower  requests  that  his 
or  her  repayment  schedule  begin  earli¬ 
er  or  be  of  shorter  duration  than  oth¬ 
erwise  required  by  this  paragraph,  the 
lender  may  agree  to  the  request.  In 
the  event  that  a  borrower  has  request- 
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ed  and  been  granted  a  repayent  period 
of  less  than  five  years,  he  or  she  may 
at  any  time,  prior  to  the  total  repay¬ 
ment  of  the  loan,  have  the  repayment 
period  extended  (without  the  necessi¬ 
ty  of  lender  agreement)  so  that  the 
total  repayment  period  is  not  less  than 
five  years.  In  the  event  that  a  student 
requests  and  receives  a  repayment 
period  which  begins  earlier  than  nine 
months  after  ceasing  to  be  at  least  a 
half-time  student  at  a  participating 
school,  he  or  she  may  not  further  uti¬ 
lize  the  9  to  12  month  grace  period. 
ALSO,  if  the  program  provides  for  the 
insurance  of  loans  for  part-time  (less 
than  full-time  but  not  less  than  half¬ 
time)  study,  the  program  shall  provide 
that  the  repayment  period  shall  begin 
not  earlier  than  nine  months  nor  later 
than  one  year  after  the  student  ceases 
to  carry  at  a  participating  school  at 
least  one-half  the  normal  full-time 
academic  workload  as  determined  by 
the  school.  In  the  case  of  a  correspon¬ 
dence  student,  the  repayment  period 
shall  begin  not  earlier  than  nine 
months  nor  later  than  one  year  after 
(A)  the  student’s  completion  of  his  or 
her  program,  or  (B)  the  expiration  of 
a  60-day  period  during  which  the  stu¬ 
dent  submits  no  assignments  (unless 
the  student,  by  submitting  assign¬ 
ments  in  advance  of  the  schedule  re¬ 
quired  by  Part  168  for  the  purpose  of 
computing  the  amount  of  a  refund 
owed  to  a  student  by  the  school,  has 
not  fallen  more  than  60  days  behind 
the  schedule),  or  (C)  the  expiration  of 
a  60-day  period  following  the  normal 
time  established  by  the  school  for  the 
completion  of  the  program  and  com¬ 
municated  to  the  student  under  Part 
168,  whichever  comes  first.  The  sub¬ 
mission  of  one  or  more  assignments 
more  than  60  days  after  the  previous 
submission  (or.  if  applicable,  more 
than  60  days  after  the  due  date  for  a 
scheduled  assignment)  shall  not  re¬ 
store  the  in-school  status  of  a  corre¬ 
spondence  student  with  respect  to  his 
or  her  loan.  However,  the  institution 
may  permit  one  restoration  if  the  stu¬ 
dent  acknowledges  in  w'riting,  within 
the  60-day  period,  that  he  or  she 
wishes  to  continue  the  course  of  study 
and  that  he  or  she  fully  understands 
his  or  her  responsibilities  to  submit 
lessons  on  a  timely  basis; 

(viii)  Authorizes  interest  on  the 
unpaid  principal  balance  of  the  loan  at 
a  rate  not  in  excess  of  7  percent  per 
year,  with  the  exceptions  described  in 
§  177.13(a),  and  exclusive  of  any  premi¬ 
um  for  insurance  which  may  be  passed 
on  to  the  borrower  under  §  177.13(b); 

(ix)  Insures  not  less  than  80  percent 
of  the  unpaid  principal  of  loans  in¬ 
sured  under  the  program; 

(x)  Provides  that  it  will  not  deny  the 
benefits  of  its  loan  insurance  program 
to  any  student  who  is  eligible  for  in¬ 
terest  benefits  as  determined  under 
§  177.21,  except  in  the  case  of  loans 


made  by  an  instrumentality  of  a  State 
or  a  participating  institution; 

(xi)  Provides  that  a  student  may 
obtain  insurance  under  the  program 
for  a  loan  for  any  year  of  study  at  a 
participating  school; 

(xii)  In  the  case  of  a  State  loan  in¬ 
surance  program,  provides  that  the 
program  is  administered  by  a  single 
State  agency,  or  by  one  or  more  pri¬ 
vate  nonprofit  institutions  or  organiza¬ 
tions  under  the  supervision  of  a  single 
State  agency.  (For  purposes  of  this 
paragraph,  “supervision”  includes  set¬ 
ting  policies  and  procedures  for,  and 
having  full  responsibility  for,  the  oper¬ 
ation  of  the  program); 

(xiii)  Provides  that  the  total  of  the 
payments  by  a  borrower  during  any 
year  of  any  repayment  period  with  re¬ 
spect  to  the  aggregate  amount  of  all 
loans  to  that  borrower  which  are  made 
under  programs  covered  under  this 
Part  shall  not  be  less  than  $360  or  the 
balance  of  all  such  loans  (together 
with  interest  thereon),  whichever 
amount  is  less,  with  the  following  ex¬ 
ceptions:  (A)  if  the  borrower  and  the 
lender  agree  at  any  time  before  or 
during  the  repayment  period,  repay¬ 
ment  may  be  at  a  lesser  rate;  or  (B)  in 
the  case  of  a  husband  and  wife  both 
having  loans  outstanding,  repayment 
by  either  or  both  parties  may  be  at 
lesser  rate  as  long  as  the  total  of  the 
combined  payments  for  the  couple 
during  any  year  is  not  less  than  $360 
or  the  balance  of  all  loans,  whichever 
amount  is  less.  In  all  cases,  the  provi¬ 
sions  of  this  paragraph  may  not  result 
in  any  extention  of  the  maximum  10 
and  15  year  periods  described  in  para¬ 
graphs  (a)  (vl)  and  (vii),  except  where 
forbearance  has  been  approved  by  the 
guarantee  agency; 

(xiv)  Provides  that  a  lender  will  as  a 
condition  of  its  insurance  disburse 
loan  proceeds  in  accordance  with  the 
requirements  of  §  177.57(c)(1),  (d),  and 
(e); 

(XV)  Provides  that  the  student  bor¬ 
rower  shall  not  be  liable  for  any  por¬ 
tion  of  the  interest  on  a  loan  which  is 
payable  by  the  Commissioner,  and 
that  the  lender  will  not  collect  or  at¬ 
tempt  to  collect  that  portion  of  the  in¬ 
terest; 

(xvi)  Makes  adequate  provision  in  its 
agreements  with  lenders  to  ensure 
that  the  provisions  of  Subparts  B  and 
C  of  this  Part,  this  section,  and 
§  177.39  will  be  carried  out; 

(xvii)  Provides  that  periodic  install¬ 
ments  of  principal  need  not  be  paid, 
but  interest  shall  accrue  and  be  paid 
by  the  borrower  (unless  the  borrower 
originally  was  eligible  to  have  interest 
paid  by  the  Commissioner  under 
§  177.21),  during  any  period  (A)  during 
which  the  borrower  is  pursuing  a  full¬ 
time  course  of  study  at  a  participating 
school,  or  is  pursuing  a  course  of  study 
under  a  graduate  fellowship  program 
approved  by  the  Commissioner  in  ac¬ 


cordance  with  the  requirements  set 
forth  in  $177. 58(g)(2).  (B)  not  in 
excess  of  three  years  during  which  the 
borrower  is  a  member  of  the  Armed 
Forces  of  the  United  States  on  active 
duty,  (C)  not  in  excess  of  three  years 
during  which  the  borrower  is  in  ser¬ 
vice  as  a  volunteer  under  the  Peace 
Corps  Act,  or  (D)  not  in  excess  of 
three  years  during  which  the  borrower 
is  in  service  as  a  full-time  volunteer 
under  Title  I  of  the  Domestic  •Volun¬ 
teer  Service  Act  of  1973  or  (E)  during 
a  single  period,  not  in  excess  of  twelve 
month.s.  at  the  request  of  the  borrow¬ 
er,  during  which  the  borrower  is  seek¬ 
ing  and  unable  to  find  full-time  em¬ 
ployment.  in  accordance  with  the  re¬ 
quirements  set  forth  in  §  177.58(g)(3); 

(xviii)  Provides  that  the  amount  of  a 
loan  may  not  exceed  the  student’s  esti¬ 
mated  cost  of  attendance  for  the 
period  of  the  loan  less  the  student’s  es¬ 
timated  financial  assistance  (as  de¬ 
fined  in  §  177.11); 

(xix)  Requires  that,  for  each  loan  In¬ 
sured  by  the  agency,  the  borrower 
shall  promptly  notify  the  lender  as  to 
any  change  in  his  or  her  address; 

(XX)  Has  established  such  adminis¬ 
trative  and  fiscal  procedures  and  stan¬ 
dards  as  the  Commissioner  finds  nec¬ 
essary  to  ensure  proper  and  efficient 
administration  of  the  agency’s  loan  in¬ 
surance  program,  including  the  follow¬ 
ing.  The  guarantee  agency  shall  estab¬ 
lish,  and  disseminate  to  concerned  par¬ 
ties,  its  standards  and  procedures:  for 
school  participation  in  the  agency's 
loan  program,  for  lender  partiepation 
in  the  program,  for  school  lender  par¬ 
ticipation  in  the  program  (if  different 
from  those  for  schools  and  lenders 
generally),  for  the  limitation,  suspen¬ 
sion,  or  termination  of  the  participa¬ 
tion  of  schools  and  lenders,  for  the  ap¬ 
proval  of  lender  forbearance  (under 
§  177.36(c)(8)),  for  the  timely  filing  of 
insurance  claims  by  lenders  (compara¬ 
ble  to  those  set  forth  in  §  177.64(c)), 
and  for  lender  due  diligence  in 
making,  .servicing,  and  collecting  loans. 
The  agency  shall  ensure  that  due  dili¬ 
gence  (as  described  in  §  177.59,  unless 
the  agency  has  established  its  own 
comparable  standards  which  have 
been  approved  by  the  Commissioner) 
will  be  exercised  by  lenders  in  making, 
servicing,  and  collecting  loans  insured 
under  the  program  and  by  the  guaran¬ 
tee  agency  in  collecting  loans  which  it 
holds  (including  resort  to  litigation  as 
appropriate).  The  Commissioner’s  ex¬ 
ecution  of  an  agreement  under  this 
section  shall  not  be  construed  as  indi¬ 
cating  acceptance  of  any  standards  or 
procedures  as  may  currently  be  or  pre¬ 
viously  have  been  employed  by  the 
agency; 

(xxi)  Provides  that  funds  borrowed 
by  a  student  are  disbursed  by  check 
(as  defined  in  §  177.57(e))  payable  to 
the  order  of  the  student  (or,  if  autho¬ 
rized  by  the  student  in  writing,  jointly 
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to  the  student  and  the  educational  In¬ 
stitution  which  he  or  she  is  to  attend) 
and  requiring  the  personal  endorse¬ 
ment  of  the  payee  by  containing  the 
statement"GSLP— Payee  Endorse¬ 

ment  Required”; 

(xxii)  Provides  that,  in  connection 
with  a  loan  application,  the  student 
must  provide  the  lender  with  an  affi¬ 
davit  in  accordance  with  }  177.15,  a 
statement  that  he  or  she  meets  the  re¬ 
quirements  of  §  177.12(a),  and  the 
statements  from  a  participating  school 
required  under  §  177.78; 

(xxiii)  Provides  that,  for  each  loan 
insured  by  the  agency,  the  school 
which  certified  the  borrower’s  enroll¬ 
ment  will  be  notified  of  the  existence 
of  the  insurance,  the  amount  of  the 
loan,  and  the  name  of  the  lender.  This 
notification  may  be  made  either:  (A) 
By  the  lender  or  the  guarantee  agency 
itself  informing  the  school  of  these 
facts  within  30  days  of  the  initial  dis¬ 
bursement  of  loan  prot-'eeds.  or  (B)  by 
the  lender  sending  all  checks  for  the 
proceeds  of  any  loan  to  the  school  for 
delivery  to  the  borrower.  Either  a 
guarantee  agency  must  require  as  a 
condition  of  its  insurance  that  lenders 
Inform  schools  of  these  facts  or  dis¬ 
burse  checks  in  this  manner,  or  else 
the  agency  itself  must  inform  schools. 
In  the  case  of  a  student  attending  a 
school  not  located  in  a  State,  this  noti¬ 
fication  must  be  in  accordance  with 
clause  (A)  and  the  loan  check  must  be 
disburse  direcly  to  the  borrower. 

(2)  The  conditions  of  paragraph 
(aKlKi)  of  this  section  will  be  met  if 
the  student  loan  insurance  program  (i) 
authorizes  advances  of  not  more  than 
$2,500  to  a  student  who  has  not  suc¬ 
cessfully  completed  a  program  of  un¬ 
dergraduate  education  and  not  more 
than  $5,000  to  a  graduate  or  profes¬ 
sional  student  during  any  12-month 
school  period,  after  taking  into  ac¬ 
count  other  loans  covered  by  this  Part 
which  the  student  has  received  during 
the  period,  or  authorizes  advances  to 
any  student  during  the  12-month 
period  of  not  more  than  an  amount 
which  bears  the  same  ratio  to  the 
number  of  credit  hours  for  which  a 
full-time  or  half-time  student  borrow¬ 
er  is  registered  during  any  such  12- 
month  period  as  $2,500  (or  $5,000  in 
the  case  of  a  graduate  or  professional 
student)  minus  other  loans  covered  by 
this  Part  which  the  student  has  re¬ 
ceived  during  the  p>eriod  multiplied  by 
the  sum  of  the  academic  years  or  their 
equivalent  leading  to  the  degree  or 
certificate  bears  to  the  total  sum  of 
credit  hours  required  to  earn  such  a 
degree  or  certificate;  and  (ii)  autho¬ 
rizes  advances  up  to  at  least  $1,000  to 
a  f all-time  student  and  (if  the  pro¬ 
gram  includes  hsdf-time  students)  up 
to  at  least  $500  to  a  half-time  student 
during  any  12-month  school  p>eriod. 

(b)  An  agreement  provided  for  in 
paragraph  (a)  of  this  section  shall  con¬ 


tain  such  provisions  and  assurances 
and  be  supported  by  such  information 
as  the  Commissioner  may  require 
under  paragraph  (a)  of  this  section, 
§  177.25,  §  177.32  and  §  177.39,  and  shall 
include  such  other  terms  and  condi¬ 
tions  as  are  agreed  to  by  the  Commis¬ 
sioner  and  the  guarantee  agency,  in¬ 
cluding  the  following: 

The  Commission  shall  pay  to  the 
holder  of  loans  insured  by  the  guaran¬ 
tee  agency  interest  benefits,  special 
allowances,  penalty  interest,  and  ad¬ 
ministrative  cost  allowances  on  eligible 
loans  in  accordance  with  §§  177.21, 
177.23,  177.24,  and  177.26. 

(2)  The  Conunissioner’s  obligation  to 
make  the  payments  described  in  para¬ 
graph  (b)(1)  of  this  section  shall 
extend  to  any  consolidated  or  renego¬ 
tiated  insured  loan  which  is  approved 
by  the  guarantee  agency,  as  long  as 
the  terms  and  conditions  of  the  loan 
are  such  that  it  is  otherwise  insurable. 

(3)  The  guarantee  agency  shall 
permit  notes  representing  Insured 
loans  to  be  transferred  or  assigned,  in¬ 
cluding  as.signnient  as  security,  only  to 
eligible  lenders,  the  Student  Loan 
Marketing  A.s.soc-iation,  or.  in  cases  of 
the  borrower’s  default,  death,  or  total 
and  permanent  disability,  or  adjudica¬ 
tion  as  a  bankrupt,  to  the  guarantee 
agency. 

(20  U.S.C.  1078,  1082;  42  U.S.C.  5055(e)) 

§  177.34  Pa>incnt  of  Federal  advances  for 
reserve  funds. 

(a)  In  general  (1)  The  Commissioner 
may  make  advances  to  any  State  with 
which  he  or  she  has  entered  into  an 
agreement  under  §  177.33  for  the  pur¬ 
pose  of  helping  to  establish  or 
strengthen  the  reserve  fund  of  the  stu¬ 
dent  loan  insurance  program  covered 
by  the  agreement. 

(2)  If  for  any  fiscal  year  a  State  does 
not  have  a  student  loan  insurance  pro¬ 
gram  which  is  covered  by  an  agree¬ 
ment  under  §  177.33,  and  the  Commis¬ 
sioner  determines,  after  consultation 
with  the  chief  executive  officer  of  that 
State,  that  there  is  no  reasonable  like¬ 
lihood  that  the  State  will  have  a  stu¬ 
dent  loan  insurance  program  for  the 
fiscal  year,  the  Commissioner  may 
make  advances  to  one  or  more  non¬ 
profit  private  institutions  or  organiza¬ 
tions  with  which  he  or  she  has  entered 
into  an  agreement  under  §  177.33. 

(3)  The  Commissioner  may  make  ad¬ 
vances  under  this  section  both  to  a 
State  guarantee  agency  program  and 
to  one  or  more  nonprofit  private  insti¬ 
tutions  or  organizations  with  which  he 
or  she  has  an  agreement  under 
§  177.33  in  that  State  if  the  Commis¬ 
sioner  determines  that  the  advances 
are  neces.sary  in  order  that  students  in 
each  participating  school  have  access 
through  that  institution  to  a  student 
loan  insurance  program  which  meets 
the  requirements  of  §  177.33. 

(b)  Applications.  Applications  for 
funds  made  available  under  paragraph 


(a)  of  this  section  shall  be  submitted 
at  such  time  and  in  such  manner  and 
contain  such  information  as  the  Com¬ 
missioner  may  require. 

(c)  Allocation  and  payment  of  State’s 
allotment— (.1)  Payments.  The  total  of 
the  advances  under  paragraph  (a)  of 
this  section  to  a  State  program  and  to 
one  or  more  nonprofit  private  institu¬ 
tions  or  organizations  within  that 
State  may  not  exceed  an  amount 
which  bears  the  same  ratio  to  those 
advances  for  all  the  States  as  the  pop¬ 
ulation  of  that  State  aged  1 8  to  22,  in¬ 
clusive.  bears  to  the  population  of  all 
the  States  aged  18  to  22,  inclusive.  The 
Commissioner  shall  determine  these 
populations  on  the  basis  of  the  most 
recent  satisfactory  data  available. 
However,  the  total  amount  available 
under  this  formula  for  any  State  shall 
not  be  less  than  $25,0()0.  Advances 
may  otherwise  be  in  such  lesser 
amounts  as  the  Commissioner  deter¬ 
mines  to  be  appropriate  on  the  basis  of 
the  expected  demand  for  loans  from 
lenders  in  a  State  and  other  relevant 
factors.  Except  for  an  initial  advance 
of  up  to  $50,000  to  an  agency  which 
became  active  in  the  program  on  or 
after  October  1.  1976,  advances  will  be 
made  under  this  section  only  if  an 
agency  has  encumbered  at  least  75 
percent  of  the  capacity  of  its  reserve 
fund. 

(2)  Any  amount  advanced  by  the 
Commissioner  must  be  matched  by  an 
equal  amount  from  non- Federal 
sources.  This  amount  may  include  the 
unencumbered  non-Federal  portion  of 
a  reserve  fund.  As  used  in  the  preced¬ 
ing  sentence,  the  term  “unencumbered 
non-Pederal  portion”  means  the 
amount  (determined  from  the  Guaran¬ 
tee  Agency  Monthly  Report  (OE  Form 
1130)  for  the  month  immediately  pre¬ 
ceding  the  making  of  the  advance)  of 
the  reserve  fund  less  the  greater  of 
the  following; 

(i)  The  sum  of  (A)  advances  made  by 
the  Commissioner  prior  to  July  1, 
1968,  (B)  an  amount  equal  to  twice  the 
amount  of  advances  made  by  the  Com¬ 
missioner  after  June  30,  1968,  and 
before  the  advance  for  purposes  of 
which  the  determination  is  made,  and 
(C)  the  proceeds  of  earnings  on  ad¬ 
vances  made  by  the  Commissioner;  or 

(ii)  Any  amount  which  is  require(l  to 
be  maintained  in  the  reserve  fund 
under  State  law  or  regulation,  or  by 
agreement  with  lenders,  as  a  reserve 
against  the  Insurance  of  outstanding 
loans. 

(d)  Terms  and  conditions  of  ad¬ 
vance.  Advances  of  funds  to  a  guaran¬ 
tee  agency  shall  be  upon  such  terms 
and  (xinditions  (including  conditions 
relating  to  the  time  or  times  of  pay¬ 
ment)  as  the  Commissioner  may  re¬ 
quire  under  this  section,  §  177.32,  and 
§  177.39,  and  shall  be  made  under  an 
agreement  which  shall  include  such 
other  terms  and  conditions  as  are 
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agreed  to  by  the  Commissioner  and 
the  guarantee  agency,  including  the 
following: 

(1)  The  guarantee  agency  shall 
maintain  a  separate  fund  or  account 
into  which  it  shall  deposit  or  credit  all 
advances  (and  required  matching 
fimds)  made  under  this  section  togeth¬ 
er  with  other  sums  which  are  (i)  ap¬ 
propriated  by  a  State  for  loan  insur¬ 
ance  purposes,  (ii)  received  by  the 
guarantee  agency  as  loan  insurance 
premiums,  (iii)  received  by  the  guaran¬ 
tee  agency  through  gift,  grant,  or  by 
other  means  from  other  sources  for 
loan  insurance  purposes,  (iv)  collected 
on  defaulted  loans,  including  pay¬ 
ments  in  accordance  with  5  177.36,  or 
(v)  in  the  nature  of  interest  or  other 
earnings  derived  from  the  investment 
of  these  funds. 

(2)  The  fund  into  which  advances 
are  deposited  or  credited  may  be  used 
only  to  guarantee  loans  to  students 
covered  by  the  guarantee  agency’s  pro¬ 
gram,  to  refund  overpayment  of  insur¬ 
ance  premiums,  and  to  repay  advances 
made  by  the  Conunissioner.  The  fund 
may  only  be  invested  in  a  manner  first 
approved  by  the  Commissioner. 

(3)  Loan  insurance  premiums,  if  any 
(referred  to  in  S  177.13(b)),  and  inter¬ 
est  or  other  earnings  derived  from 
funds  advanced  may  be  used  only  for 
the  purposes  described  in  paragraph 
(dK2)  of  this  section  and  for  expendi¬ 
tures  necessary  for  the  proper  and  ef¬ 
ficient  administration  of  the  guaran¬ 
tee  agency’s  program.  Loan  insurance 
premiums  may  not  be  used  to  provide 
lenders  with  a  greater  yield  or  for 
making  incentive  payments  to  lenders. 

(4)  The  Commissioner  may  require 
the  guarantee  agency  to  repay  part  or 
all  of  any  sums  advanced  to  the 
agency  at  such  times  and  to  the  extent 
that  the  Conunissioner  determines,  in 
the  light  of  the  maturity  and  solvency 
of  the  guarantee  agency’s  reserve  fund 
and  after  taking  into  account  the 
guarantee  agency’s  requirements  for 
insurance  commitments  based  on  its 
prior  experience,  that  the  funds  are  no 
longer  required  for  the  guarantee 
agency  to  maintain  an  adequate  re¬ 
serve. 

(20  U.S.C.  1072,  1082) 

§  177.35  Payment  of  additional  Federal 
advances  for  meeting  guarantee  agency 
insurance  obligations. 

(a)  In  general  To  the  extent  that 
funds  are  available,  the  Commissioner 
shall  make  advances  in  accordance 
with  this  section  to  State  or  private 
nonprofit  guarantee  agencies  which 
have  entered  into  reinsurance  agree¬ 
ments  with  the  Commissioner  imder 
§  177.36.  These  advances  must  be  used 
for  the  purpose  of  making  payments 
to  lenders  of  student  loan  insurance 
obligations  incurred  by  the  agencies 
under  their  programs. 

(b)  Private  nonprofit  agencies.  In 
order  to  enable  students  to  participate 


in  a  program  of  student  loan  insurance 
in  a  State,  the  Commissioner  may 
make  advances  to  one  or  more  private 
nonprofit  guarantee  agencies  which 
have  entered  into  agreements  under 
paragraph  (f)  of  this  section.  §  177.33, 
and  §  177.36.  The  Commissioner  may 
make  advances  under  this  section  to  a 
private  nonprofit  guarantee  agency  in 
a  fiscal  year  only  if  for  that  fiscal  year 
a  particular  State  to  be  served  by  that 
private  nonprofit  agency  does  not 
have  a  State  student  loan  insurance 
program  covered  by  an  agreements 
under  $  177.33  and  the  Commissioner 
determines  after  consultation  with  the 
chief  executive  officer  of  the  State 
that  there  is  no  reasonable  likelihood 
that  the  State  will  have  such  a  pro¬ 
gram  for  that  year. 

(c)  Dates  of  payments.  (1)  In  the  case 
of  a  guarantee  agency  which  on  Octo¬ 
ber  1,  1977,  was  actively  carrying  on  a 
loan  program  under  an  agreement 
under  §  177.33  entered  into  before  that 
date,  advances  under  this  section  shall 
be  made  upon  a  date  requested  by  the 
agency,  but  not  before  October  1. 
1977.  Advances  under  this  section 
shall  also  be  made  to  the  agency  in 
each  of  the  two  succeeding  calendar 
years  following  the  year  of  the  initial 
advance  under  this  section.  The  Com¬ 
missioner  shall  authorize  additional 
advances  for  payment  on  the  same  day 
of  the  year  as  he  or  she  authorized  the 
initial  advance.  Additional  advances 
may  be  made  to  a  private  nonprofit 
agency  only  if  the  conditions  of  para¬ 
graph  (b)  are  met. 

(2)  In  the  case  of  a  guarantee  agency 
which  enters  into  an  agreement  under 
§  177.33  on  or  after  October  1,  1977,  or 
where  the  agreement  was  entered  into 
prior  to  October  1,  1977,  but  the 
agency  is  not  actively  carrying  on  a 
program  under  the  agreement  on  Oc¬ 
tober  1,  1977,  advances  under  this  sec¬ 
tion  shall  be  made  upon  a  date  re¬ 
quested  by  the  agency,  but  not  before 
October  1,  1977.  Advances  under  this 
section  shall  also  be  made  to  the 
agency  in  each  of  the  four  succeeding 
calendar  years  following  the  year  of 
the  initial  advance.  The  Commissioner 
shall  authorize  additional  advances  for 
payment  on  the  same  day  of  the  year 
as  he  or  she  authorized  the  initial  ad¬ 
vance.  Additional  advances  may  be 
made  to  a  private  nonprofit  agency 
only  if  the  conditions  of  paragraph  (b) 
are  met. 

(d)  Determination  of  advance  pay¬ 
ment  amounts.  (1)  Except  as  provided 
in  subparagraphs  (2),  (4)  and  (5)  of 
this  paragraph,  the  amount  to  be  ad¬ 
vanced  to  each  guarantee  agency  shall 
be  equal  to  10  percent  of  the  principal 
amount  of  loans  made  by  lenders  (i) 
which  are  insured  by  the  agency  in 
the  State  and  which  are  subject  to  the 
agency’s  agreement  imder  §  177.36, 
and  (ii)  for  which  the  first  payment  of 
principal  became  due  during  the  fiscal 


year  immediately  preceding  the  fiscal 
year  in  which  the  advance  is  to  be 
made. 

(2)  The  amount  of  any  advance  de¬ 
termined  according  to  subparagraph 

(1)  of  this  paragraph  shall  be  reduced 
by  (i)  the  amount  of  any  earlier  ad¬ 
vance  or  advances  made  to  the  agency 
under  this  section  and  by  (ii)  the 
amount  of  the  unspent  balance  of  any 
advance  or  advances  made  to  the 
agency  under  §  177.34. 

(3)  For  the  purpose  of  subparagraph 

(2)  of  this  paragraph,  the  unspent  bal¬ 
ance  of  the  advances  made  to  a  guar¬ 
antee  agency  under  §  177.34  shall  be 
that  portion  of  the  balance  of  the 
agency’s  reserve  fund  (remaining  at 
the  time  of  the  agency’s  first  applica¬ 
tion  for  an  advance  under  this  section) 
which  bears  the  same  ratio  to  the  bal¬ 
ance  as  the  Federal  advances  made 
and  not  returned  by  the  agency  under 
S  177.34  bears  to  the  total  of  all  past 
contributions  to  the  reserve  fund  from 
all  sources  (other  than  interest  on  in¬ 
vestment  of  any  portion  of  the  reserve 
fund)  contributed  since  the  date  that 
the  agency  executed  an  agreement 
under  §  177.33.  Furthermore,  for  the 
purposes  of  subparagraphs  (1)  and  (2) 
of  this  paragraph,  the  amount  of  the 
advance  to  a  private  nonprofit  guaran¬ 
tee  agency  will  be  separately  deter¬ 
mined  on  the  basis  of  the  agency’s  op¬ 
erations  in  each  State  in  which  it  oper¬ 
ates. 

(4)  Notwithstanding  subparagraphs 
(1)  and  (2),  but  subject  to  subpara¬ 
graph  (5)  of  this  paragraph,  the 
amount  of  any  advance  to  all  guaran¬ 
tee  agencies  in  a  State  whose  agencies 
are  described  in  paragraph  (c)(1)  of 
this  section  shall  not  be  less  than 
$50,000  for  the  first  year  described  in 
paragraph  (c)(1);  and  the  amount  of 
any  advance  to  all  guarantee  agencies 
in  a  State  whose  agencies  are  de¬ 
scribed  in  paragraph  (c)(2)  of  this  sec¬ 
tion  shall  not  be  less  than  $50,000  for 
each  year  described  in  paragraph 
(cK2). 

(5)  If  the  sums  appropriated  for  any 
fiscal  year  for  paying  the  amounts  de¬ 
termined  under  subparagraphs  (1),  (2). 
and  (4)  of  this  paragraph  are  not  suffi¬ 
cient  to  pay  those  amounts  in  full, 
then  the  amounts  shall  be  reduced:  (i) 
By  proportionately  reducing  that  por¬ 
tion  of  the  amount  allocated  to  each 
State  which  exceeds  $50,000;  and  (ii)  if 
further  reduction  is  required,  by 
equally  reducing  the  $50,000  minimum 
allocation  of  each  State.  If  additional 
sums  become  available  for  making 
these  payments  for  any  fiscal  year 
during  which  the  preceding  sentence 
has  been  applied,  such  reduced 
amounts  shall  be  increased  on  the 
same  basis  as  they  were  reduced. 

(e)  Applications.  Applications  for 
funds  made  available  imder  this  sec¬ 
tion  shall  be  submitted  in  such  a 
manner  and  contain  such  information 
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as  the  Commissioner  may  require.  An 
agency’s  application  must  be  made 
prior  to  January  1  of  the  fiscal  year  in 
which  it  requests  the  first  advance  to 
be  made.  The  initial  application  must 
request  the  date  upon  which  the  Com¬ 
missioner  shall  authorize  the  advance 
for  payment.  Subsequent  advances  do 
not  require  additional  applications  by 
the  agency,  but  shall  be  made  in  accor¬ 
dance  with  the  provisions  of  para¬ 
graphs  (b).  (c).  and  (d)  of  this  section. 

(I)  Terms  and  conditions  of  ad- 
vances.  Advances  of  funds  to  a  guaran¬ 
tee  agency  under  this  section  shall  be 
made  under  an  agreement  which  shall 
include  the  following  terms  and  condi¬ 
tions  in  addition  to  other  terms  and 
conditions  which  are  agreed  to  by  the 
Commissioner  and  the  guarantee 
agency.  The  agreement  must  provide 
that; 

(1)  The  guarantee  agency  shall 
maintain  a  separate  fund  or  account 
into  which  there  shall  be  deposited  or 
credited  all  advances  made  under  this 
section. 

(2)  The  earnings,  if  any,  on  any  in¬ 
vestments  of  advances  received  under 
this  section  shall  be  used  only  for 
making  payments  under  the  agency’s 
insurance  obligations. 

(3)  Repayment  of  advances  made 
under  this  section  shall  not  be  re¬ 
quired  until  the  sum  of  the  advances 
made  under  this  section  exceeds  20 
percent  of  the  guarantee  agency’s  out¬ 
standing  insurance  obligation.  At  that 
time,  the  amount  of  the  excess  shall 
be  paid  over  to  the  Commissioner  in  a 
lump  sum  at  the  beginning  of  the  next 
fiscal  year.  For  purposes  of  this  para¬ 
graph,  a  guarantee  agency’s  outstand¬ 
ing  insurance  obligation  shall  be  deter¬ 
mined  by  subtracting  from  the  total 
principal  amount  of  loans  insured  by 
the  agency  since  it  entered  into  an 
agreement  under  §  177.33,  the  total 
principal  amount  of  loans  insured  by  it 
which  have  been  fully  repaid  by  the 
borrower,  the  guarantee  agency,  or 
the  Commissioner,  and  loans  which 
have  been  canceled.  In  the  case  of  a 
private  nonprofit  guarantee  agency, 
these  amounts  will  be  determined  sep¬ 
arately  for  each  State  in  which  it  op¬ 
erates  and  for  which  it  has  received  an 
advance  under  this  section. 

(4)  A  private  nonprofit  agency  must 

(i)  agree  to  establish  within  the  State 
at  least  one  office  alth  sufficient  staff 
to  handle  written  and  telephone  in¬ 
quiries  from  students,  eligible  lenders, 
and  other  persons  in  the  State,  to  en¬ 
courage  maximum  commercial  lender 
participation  within  the  State,  and  to 
condu^  periodic  visits  to  at  least  the 
major  lenders  within  the  State,  (ii) 
agree  that  its  insurance  will  not  be 
denied  any  student  because  of  his  or 
her  choice  of  schools  or  lack  of  need, 
and  (iii)  certify  that  it  is  not  an  eligi¬ 
ble  educational  institution  and  that  it 
does  not  have  substantial  affiliation 


with  an  eligible  educational  institu¬ 
tion. 

(20  UJS.C.  1072.  1082) 

S  177.36  Federal  reinsurance. 

(a)  ’The  Commissioner  may  enter 
into  an  agreement  with  a  guarantee 
agency  with  which  he  or  she  has  an 
agreement  under  5 177.33,  whereby  the 
Commissioner  undertakes  to  reim¬ 
burse  the  guarantee  agency  (except  as 
provided  in  $  177.37)  in  amounts  equal 
to  80  percent  of  the  amounts  of  losses 
incurred  by  it  in  discharge  of  its  insur¬ 
ance  obligations  under  its  loan  insur¬ 
ance  program  resulting  from  the  de¬ 
fault  of  student  borrowers  on  the 
unpaid  balance  of  principal  and  ac¬ 
crued  interest  on  loans  covered  by  its 
agreement  under  §  177.33,  or  which 
would  be  covered  but  for  the  require¬ 
ments  of  §177.21(aKl)  (li)  and  (iii). 
For  purposes  of  this  section,  the  term 
"losses”  means  the  amount  of  pay¬ 
ments  made  by  an  agency  to  a  lender 
in  dLscharge  of  the  agency’s  insurance 
obligation  minus  the  amount  of  any 
payments  made  by.  or  on  behalf  of.  a 
borrower  to  the  agency  after  the  pay¬ 
ment  of  that  insurance  obligation,  but 
before  the  Commissioner’s  payment  to 
the  guarantee  agency;  "losses”  shall 
not  include  any  payments  by  the  guar¬ 
antee  agency  on  loans  on  w’hich  the 
borrower’s  obligation  has  been  dis¬ 
charged  in  bankruptcy  or  on  loans 
made  on  or  after  December  15, 1968,  in 
cases  where  the  borrower  dies  or  be¬ 
comes  totally  and  permanently  dis¬ 
abled.  The  guarantee  agency  shall  be 
compensated  for  the  latter  type  of 
payments  under  the  provisions  of 
§  177.25. 

(b)  The  Commissioner  will  not  enter 
into  a  reinsurance  agreement  unless 
he  or  she  is  satisfied  that  the  credit 
that  would  be  extended  to  the  guaran¬ 
tee  agency  under  the  agreement  would 
satisfy  any  applicable  State  laws  or 
regulations,  or  of  provisions  in  agree¬ 
ments  between  lenders  and  the  guar¬ 
antee  agency,  regarding  the  mainte¬ 
nance  of  the  guarantee  agency’s  re¬ 
serve  funds.  In  eoiusidering  whether  to 
enter  into  an  agreement,  the  Commis¬ 
sioner  may  also  review  other  aspeets 
of  the  guarantee  agency’s  operations 
concerning  which  the  Commissioner 
determines  that  there  is  a  Federal  in¬ 
terest. 

(c)  A  reinsurance  agreement  shall 
contain  such  provisions  as  the  Com¬ 
missioner  finds  necessary  to  promote 
the  purposes  of  this  Part,  including 
particularly  the  provisions  of  this  sec¬ 
tion.  S  177.32,  and  §  177.39,  and  to  pro¬ 
tect  the  United  States  from  the  risk  of 
unreasonable  loss.  The  agreement 
shall  be  effeetive  with  respect  to  loans 
made  only  during  periods  set  forth  in 
the  agreement.  The  agreement  may, 
among  these  provisions,  include  the 
following  terms  and  conditions; 

(1)  ’The  guarantee  agency  shall  es¬ 
tablish  and  maintain  such  administra¬ 


tive  and  fiscal  pr(x:edures  and  stan¬ 
dards  as  the  Commissioner  finds  nec¬ 
essary  to  ensure  proper  and  efficient 
administration  of  its  loan  insurance 
program.  These  shall  include  the  es¬ 
tablishment  and  dissemination  of  stan¬ 
dards  and  procedures  described  in 
§  177.33(aKlKxx).  The  Commissioner’s 
execution  of  an  agreement  under  this 
section  shall  not  be  construed  as  indi¬ 
cating  his  acceptance  of  any  proce¬ 
dures  as  may  currently  be  or  previous¬ 
ly  have  been  employed  by  the  guaran¬ 
tee  agency. 

(2)  In  connection  with  any  claim  for 
payment  on  a  loan  reinsured  under 
the  agreement,  the  guarantee  agency 
shall  assure  the  Commissioner  that; 

(i)  The  terms  of  the  underlying  loan 
comply  with  all  Federal  requirements; 

(ii)  All  reasonable  efforts  by  the 
original  and  any  subsequent  holder 
have  been  made  to  collect  that  loan; 

(iii)  The  loan  was  in  default  before 
the  date  the  lender  was  reimbursed  for 
the  loss;  and 

(iv)  the  agency  will  exert  all  reason¬ 
able  efforts  to  collect  the  loan  after 
the  Commissioner  has  made  a  reinsur¬ 
ance  payment. 

(3)  The  Commiasioner  shall  make 
payments  under  the  agreement  at 
such  times,  in  such  manner,  and  on 
the  basis  of  such  documentation  as  he 
or  she  may  from  time  to  time  pre¬ 
scribe.  The  Conunissioner  may  set  off 
amounts  payable  by  the  guarantee 
agency  against  amounts  payable  to  the 
guarantee  agency. 

(4)  The  agreement  shall  contain  ade¬ 
quate  assurance  that  an  amount  equal 
to  each  payment  made  under  this  sec¬ 
tion  will  be  promptly  deposited  in  the 
reserve  fund  maintained  for  the  pur¬ 
poses  of  §  177.35  or.  if  there  is  no  fund 
maintained  for  this  purpose,  another 
reserve  fund  of  the  agency. 

(5)  If,  after  the  Commissioner  has 
made  payment  under  this  section  with 
respect  to  any  loan,  any  payments  are 
made  in  discharge  of  the  obligation  in¬ 
curred  by  the  borrower  with  respect  to 
that  loan  (including  any  payments  of 
Interest  accruing  on  the  loan  after 
payment  by  the  Commissioner),  there 
shall  be  paid  over  to  the  Commissioner 
that  portion  of  the  amount  of  the  pay¬ 
ments  determined  in  accordance  with 
paragraph  D)  of  this  section  to  repre¬ 
sent  the  Commissioner’s  equitable 
share  thereof.  The  agreement  shall 
not  otherwise  provide  for  subrogation 
of  the  United  States  to  the  rights  of 
any  guarantee  agency.  Amounts  paid 
by  a  borrower  to  a  guarantee  agency 
after  it  pays  a  default  claim  may  be 
first  applied  in  reduction  of  either 
principal  or  interest  owing  on  the  loan 
and  may  be  applied  in  reduction  of 
other  charges  (e.g.,  late  charges,  attor¬ 
ney’s  fees)  only  after  the  repayment 
of  all  principal  and  interest  owing  on 
the  loan.  When  a  borrower’s  repay¬ 
ment  schedule  requires  (or  actual  pay- 
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ments  result  in)  payments  that  are  In¬ 
sufficient  to  pay  the  accruing  interest 
on  a  current  basis,  the  guarantee 
agency  shall  periodically  review  (at 
least  every  six  months),  the  borrower’s 
financial  situation  and.  where  feasible, 
shall  adjust  the  distribution  of  each 
payment  between  principal  and  accru¬ 
ing  interest  so  as  to  repay  the  princi¬ 
pal  owing  on  the  loan  within  a  reason¬ 
able  period. 

(6)  A  guarantee  agency  shall  submit 
payments  due  to  the  Commissioner 
under  paragraph  (cK5)  of  this  section 
within  60  days  of  its  receipt  of  the 
payments. 

(7)  A  giiarantee  agency  Is  prohibited 
from  and  shall  prohibit  lenders  under 
its  program  from  collecting  any  loan 
amount  from  the  estate  of  a  deceased 
borrower,  from  a  borrower  found  to  be 
totally  and  i;>ermanently  disabled  (as 
determined  in  accordance  with 
§  177.25).  or  from  a  borrower  whose 
loan  obligation  has  been  discharged  in 
bankruptcy  and  who  has  not  reaf¬ 
firmed  that  obligation. 

(8)  Nothing  in  an  agreement  made 
under  this  section  shall  be  construed 
to  preclude  a  lender  from  agreeing 
with  a  student  to  forbearance  for  the 
benefit  of  the  student  borrower  if  ap¬ 
proved  by  the  guarantee  agency  under 
criteria  comparable  to  those  described 
in  §  177.60. 

(9)  Loans  insured  by  the  guarantee 
agency  after  the  termination  date  of 
an  agreement  or  of  an  extension  of 
the  agreement  may  be  reinsured  only 
imder  a  new  agreement  or  under  an 
extension  of  the  agreement.  In  consid¬ 
ering  whether  to  enter  into  a  subse¬ 
quent  agreement  or  to  extend  an  exist¬ 
ing  one.  the  Commissioner  may  take 
into  account,  among  other  matters 
concerning  which  he  or  she  deter¬ 
mines  that  there  is  a  Federal  interest, 
the  adequacy  of  efforts  made  by  lend¬ 
ers  under  the  guarantee  agency’s  pro¬ 
gram  and  by  the  guarantee  agency  to 
effect  collection  of  loans  which  have 
gone  into  default,  and  the  steps  taken 
by  the  guarantee  agency  to  make  in¬ 
terest  benefits  provided  for  under 
§  177.21  available  to  all  eligible  borrow¬ 
ers. 

(d)  Allocation  of  loan  payments 
made  after  the  payment  of  reinsurance 
obligations.  (1)  For  purposes  of  this 
section  and  those  of  §  177.37.  the  Com¬ 
missioner’s  equitable  shsu-e  of  any  pay¬ 
ments  made  to  a  guarantee  agency  by 
or  on  behalf  of  a  borrower  in  full  or 
partial  discharge  of  a  loan  obligation 
after  the  Commissioner’s  reinsurance 
payment  on  that  loan  shall  be  that 
portion  of  the  payments  remaining 
after  the  agency  has  deducted; 

(i)  A  percentage  of  the  payments 
equal  to  the  complement  of  the  rein¬ 
surance  percentage  in  effect  when 
payment  under  the  aggrement  was 
made  with  respect  to  the  loan,  and 

(ii)  An  amount  representing  adminis¬ 
trative  costs  of  loan  collection  and  of 


preclaim  assistance  for  default  preven¬ 
tion  that  are  not  reimbursed  under 
§  177.38.  This  amount  shall  be  a  per¬ 
centage.  not  to  exceed  30  percent,  of 
payments  received  from  or  on  behalf 
of  the  borrower,  to  be  determined 
from  the  ratio  that  these  costs  (as  de¬ 
fined  in  paragraph  (dK2)  of  this  sec¬ 
tion)  incurred  by  the  agency  during 
the  preceding  12-month  period  or 
fiscal  year  (as  agreed  to  by  the  Com¬ 
missioner  and  tlie  agency)  bear  to  the 
total  of  loan  repayments  made  to  the 
agency  by  or  on  behalf  of  student  bor¬ 
rowers  during  that  period.  The  guar¬ 
antee  agency  shall  inform  the  Com¬ 
missioner  whether  it  wishes  to  calcu¬ 
late  its  percentage  entitlement  to  col¬ 
lected  funds  under  this  section  based 
upon  administrative  costs  incurred 
during  the  preceding  fi.scal  year  or 
during  the  12-month  period  Immedi¬ 
ately  preceding  its  submission  of  the 
Commissioner’s  share  of  loan  collec¬ 
tions.  The  agency  may  not  change  its 
method  of  calculating  this  retention 
percentage  without  prior  approval  of 
the  Commissioner. 

(2)  For  the  purposes  of  this  para¬ 
graph.  the  following  terms  are  de¬ 
fined: 

(i)  “Administrative  co.sts  of  loan  col¬ 
lection”  means  any  administrative 
costs  Incurred  by  a  guarantee  agency 
W'hlch  are  directly  related  to  the  col¬ 
lection  of  loans  on  which  default 
claims  have  been  paid  to  participating 
lenders.  Including  the  attributable 
compensation  of  collection  personnel 
(and.  in  the  case  of  personnel  who  per¬ 
form  several  functions  for  the  agency, 
only  the  portion  of  compensation  at¬ 
tributable  to  the  collection  activity), 
attorney’s  fees,  fees  paid  to  collection 
agencies,  postage,  equipment,  supplies, 
telephone  and  similar  directly  related 
charges,  but  does  not  include  any  over¬ 
head  (such  as  space  or  utilities)  costs 
of  the  agency  whether  or  not  attribut¬ 
able  to  collection  activity,  and 

(ii)  “Administrative  costs  of  preclaim 
assistance  for  default  prevention” 
means  any  administrative  costs  in¬ 
curred  by  a  guarantee  agency  which 
are  directly  related  to  providing  collec¬ 
tion  assistance  to  lenders  prior  to 
loans  entering  legal  default  status,  in¬ 
cluding  the  attributable  compensation 
of  appropriate  personnel  (and  in  the 
case  of  personnel  who  perform  several 
functions  for  the  agency,  only  that 
portion  of  compensation  attributable 
to  the  collection  activity),  fees  paid  to 
locate  borrowers,  postage,  equipment, 
supplies,  telephone  and  similar  direct¬ 
ly  related  charges,  but  does  not  in¬ 
clude  any  overhead  (such  as  space  or 
utilities)  costs  of  the  agency  whether 
or  not  attributable  to  preclaim  assis¬ 
tance. 

(20  UJS.C.  1078,  1082). 


§  177.37  Supplemental  Federal  reinsur¬ 
ance. 

(a)  The  Conunkssioner  may  enter 
Into  a  supplemental  reinsurance  agree¬ 
ment  with  any  guarantee  agency 
having  a  reinsurance  agreement  under 
§  177.36  whereby  the  Commissioner 
shall  undertake  to  reimburse  the 
agency  in  accordance  with  paragraph 

(b)  of  this  section,  provided  the  agency 
meets  the  conditions  set  forth  in  para¬ 
graph  (d)  of  this  section.  This  agree¬ 
ment  is  subject  to  annual  renegoti¬ 
ation. 

(b)  A  guarantee  agency  which  has  a 
supplemental  reinsurance  agreement 
under  this  section  shall  be  reimbursed 
with  respect  to  losses  on  the  unpaid 
balance  of  the  principal  and  accrued 
Interest  of  any  insured  loan  which  is 
covered  by  an  agreement  under 
§  177.33,  or  which  would  have  been 
covered  but  for  the  requirements  of 
5177.21(a)(1)  (ii)  and  (ill),  in  an 
amount  equal  to  100  percent  of  the 
amount  of  less  Incurred  by  it  in  dis¬ 
charge  of  its  insurance  obligation, 
with  the  following  exceptions: 

(1)  If,  for  any  fiscal  year,  the 
amount  of  payments  made  by  the 
Commissioner  under  §  177.36  or  this 
section  for  los.ses  subject  to  reinsur¬ 
ance  exceeds  5  percent  of  the  original 
principal  amount  (not  including  any 
interest  added  to  principal)  of  loans 
made  by  lenders  which  are  insured  by 
the  guarantee  agency  and  which  were 
in  repayment  at  the  end  of  the  preced¬ 
ing  fiscal  year,  the  amount  to  be  paid 
as  reimbursement  under  this  section 
for  the  exce.s.s  shall  be  equal  to  90  per¬ 
cent  of  the  amount  of  such  excess. 

(2)  If.  for  any  fiscal  year,  the 
amount  of  payments  made  by  the 
Commissioner  under  §  177.36  or  this 
section  for  losses  subject  to  reinsur¬ 
ance  exceeds  9  percent  of  the  principal 
amount  (not  including  any  interest 
added  to  principal)  of  loans  made  by 
lenders  which  are  insured  by  the 
agency  and  which  were  to  repayment 
at  the  end  of  the  preceding  fiscal  year, 
the  amount  to  be  paid  as  reimburse¬ 
ment  under  this  section  for  the  excess 
shall  be  equal  to  80  percent  of  the 
amount  of  such  excess. 

(c)  For  purposes  of  this  section,  the 
term  “losses”  means  the  amount  of 
payments  made  by  an  agency  to  a 
lender  in  discharge  of  the  agency’s  in¬ 
surance  obligation  minus  the  amount 
of  any  payments  made  by,  or  on 
behalf  of,  a  borrower  after  the  pay¬ 
ment  of  the  insurance  obligation  but 
before  the  Commissioner’s  payment  to 
the  guarantee  agency.  The  amount  of 
loans  of  a  guarantee  agency  which  are 
“in  repayment  at  the  end  of  the  pre¬ 
ceding  fiscal  year”  shall  be  the  origi¬ 
nal  principal  amount  of  all  loans  made 
by  lenders  which  have  ever  been  in¬ 
sured  by  the  agency  before  the  end  of 
the  preceding  fiscal  year  reduced  by: 

(1)  The  amount  the  agency  has  been 
required  to  pay  before  the  end  of  the 
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preceding  fiscal  year  to  discharge  its 
insurance  obligations,  and  to  pay 
death,  disability  and  bankruptcy 
claims  (under  §  177.25(b)), 

(2)  The  original  principal  amount  of 
loans  insured  by  it  which  were  fully 
repaid  before  the  end  of  the  preceding 
fiscal  year,  and 

(3)  The  original  principal  amount  in¬ 
sured  on  those  loans  for  which  pay¬ 
ment  of  the  first  installment  of  princi¬ 
pal  had  not  become  due  before  the  end 
of  the  preceding  fiscal  year  in  accor¬ 
dance  with  §  177.33(a)(l)(vii)  (loans 
not  yet  having  reached  the  repayment 
period)  or  for  which  the  first  install¬ 
ment  did  not  need  to  be  paid  before 
the  end  of  the  preceding  fiscal  year  in 
accordance  with  §  177.33(a)(l)(xvil) 
(loans  in  deferment  status  at  the  time 
repayment  was  scheduled  to  begin). 

(d)  In  order  for  a  guarantee  agency 
to  qualify  for  supplemental  reinsur¬ 
ance  under  this  section,  the  Commis¬ 
sioner  must  determine  that  the 
agency: 

(1)  Authorizes  the  insurance  of  loans 
of  $2,500  in  the  case  of  a  student  who 
has  not  successfully  completed  a  pro¬ 
gram  of  undergraduate  education,  or 
$5,000  in  the  case  of  a  graduate  or  pro¬ 
fessional  student,  to  any  individual 
student  who  is  carrying  at  a  partici¬ 
pating  school  at  least  a  half-time  aca¬ 
demic  workload  in  any  academic  year. 
These  limits  shall  not  be  considered  to 
be  exceeded  by  a  line  of  credit  cover¬ 
ing  more  than  one  academic  year 
under  which  actual  payments  by  the 
lender  to  the  borrower  will  not  be 
made  in  excess  of  the  academic  year 
limits.  The  agency  must,  if  requested, 
insure  otherwise  eligible  loans  that  are 
of  lesser  amounts  than  those  maxi- 
mums.  The  agency  must  provide  that 
the  aggregate  insured  unpaid  principal 
amount  of  all  loans  made  under  this 
Part  to  any  student  shall  not  exceed 
$7,500  in  the  case  of  a  student  who  has 
not  successfully  completed  a  program 
of  undergraduate  education,  and 
$15,000  in  the  case  of  any  graduate  or 
professional  student  (as  defined  in 
§  177.11).  In  the  case  of  a  graduate  or 
professional  student  the  aggregate  in- 
siu*ed  unpaid  principal  amount  in¬ 
cludes  loans  made  to  the  borrower 
before  he  or  she  became  a  graduate  or 
professional  student; 

(2)  Insimes  not  less  than  100  percent 
of  the  unpaid  principal  of  the  loans  in¬ 
sured  imder  the  program,  whether  or 
not  the  loans  are  eligible  for  interest 
subsidies  imder  §  177.21; 

(3)  With  respect  to  lenders  which 
are  eligible  educational  institutions, 
provides  for  the  insurance  of  loans 
made  only  by  educational  institutions 
which  are  located  within  the  geo¬ 
graphic  area  served  by  the  guarantee 
agency; 

(4)  Provides  no  restrictions  with  re¬ 
spect  to  the  insurance  of  loans  for  any 
student  who  is  a  legal  resident  of  the 


State  in  which  the  agency  is  operating 
and  who  is  otherwise  eligible  for  a 
loan  under  the  program  on  account  of 
the  student  being  accepted  for  enroll¬ 
ment  in  or  attending  an  eligible  insti¬ 
tution  outside  that  State; 

(5)  Provides  no  restrictions  with  re¬ 
spect  to  eligible  educational  institu¬ 
tions  (other  than  home  study  schools) 
which  are  more  onerous  than  the  eligi¬ 
bility  requirements  contained  in  the 
definition  of  “eligible  institution”  in 
8177.11  or  in  the  eligibility  require¬ 
ments  of  Part  168,  unless  (i)  a  particu¬ 
lar  school  is  limited,  suspended,  or  ter¬ 
minated  under  the  provisions  of  Part 
168,  or  (ii)  a  particular  school  is  limit¬ 
ed,  suspended,  or  terminated  by  the 
guarantee  agency  in  accordance  with 
the  agency’s  own  criteria  which  are 
substantially  the  same  as  the  provi¬ 
sions  of  Part  168  or  (iii)  there  is  a 
State  constitutional  prohibition  affect¬ 
ing  the  eligibility  of  a  school; 

(6)  Provides  for  the  elgibility  of  par¬ 
ticipating  educational  institutions  as 
lenders  under  reasonable  criteria 
unless  (1)  a  participating  institution’s 
lending  eligibility  is  limited,  suspend¬ 
ed,  or  terminated  under  the  provisions 
of  Subpart  H  of  this  Part  or  under  cri¬ 
teria  of  the  agency  which  are  substan¬ 
tially  the  same  as  those  of  Subpart  H. 
or  (ii)  there  is  a  State  constitutional 
prohibition  affecting  the  eligibility  of 
the  institution  as  a  lender;  and 

(7)  Provides  assurances  that  it  will 
make  a  report  to  the  Commissioner 
not  later  than  July  1  of  any  year  in 
.which  it  has  an  effective  supplemental 
reinsurance  agreement  concerning  the 
criteria  it  has  established  for  approv¬ 
ing  educational  institutions  as  lenders, 
procedures  in  effect  under  that  agen¬ 
cy’s  program  to  limit,  suspend,  or  ter¬ 
minate  the  lending  eligibility  of  those 
Institutions  (these  criteria  and  proce¬ 
dures  are  subject  to  the  Commission¬ 
er’s  approval  under  §  177.39(b)(3)),  a 
list  of  all  educational  institutions 
which  applied  to  become  eligible  lend¬ 
ers  during  the  preceding  12  months,  a 
summary  of  actions  taken  on  their  ap¬ 
plications,  and  a  list  of  all  educational 
institutions  which  are  currently  eligi¬ 
ble  lenders  within  the  State  under  the 
agency’s  program. 

(e)  The  conditions  of  paragraph 
(d)(1)  of  this  section  will  be  met  if  the 
student  loan  insurance  program  (i)  au¬ 
thorizes  advances  of  up  to  and  includ¬ 
ing  $2,500  to  a  student  who  has  not 
successfully  completed  a  program  of 
undergraduate  education  and  ad¬ 
vances  of  up  to  and  including  $5,000  to 
a  graduate  or  professional  student 
during  any  12-month  school  period, 
after  taking  into  account  other  loans 
covered  by  this  Part  which  the  stu¬ 
dent  has  received  during  the  period,  or 
authorizes  advances  to  any  student 
during  the  12-month  period  of  up  to 
and  including  an  amount  which  bears 
the  same  ratio  to  the  number  of  credit 


hours  for  which  a  full-time  or  half¬ 
time  student  borrower  is  registered 
during  any  12-month  period  as  $2,500 
(or  $5,000  in  the  case  of  a  graduate  or 
professional  student)  minus  other 
loans  covered  by  this  Part  which  the 
student  has  received  during  such 
period  multiplied  by  the  sum  of  the 
academic  years  or  their  equivalent 
leading  to  the  degree  or  certificate, 
bears  to  the  total  sum  of  credit  hours 
required  to  earn  that  degree  or  certifi¬ 
cate. 

(f)  A  supplemental  reinsurance 
agreement  may  contain  such  terms 
and  conditions  as  the  Commissioner 
finds  necessary  to  promote  the  pur¬ 
poses  of  this  section,  §  177.32,  and 
8  177.39.  It  shall  be  effective  only  with 
respect  to  reinsurance  claims  described 
in  the  agreement.  The  agreement  shall 
include  the  following  terms  and  condi¬ 
tions: 

(1)  The  guarantee  agency  shall  es¬ 
tablish  such  administrative  procedures 
and  standards  as  the  Commissioner 
finds  necessary  to  protect  the  United 
States  from  the  risk  of  unreasonable 
loss  and  to  ensure  proper  and  efficient 
administration  of  the  agency’s  loan  in¬ 
surance  program;  and  it  shall  meet  the 
requirements  of  8 177.33(a)(l)(xx).  The 
Commissioner’s  execution  of  an  agree¬ 
ment  under  this  section  shall  not  be 
construed  as  indicating  acceptance  of 
any  procedures  as  may  currently  be  or 
previously  have  been  employed  by  the 
guarentee  agency. 

(2)  The  guarantee  agency  shall  set 
forth  adequate  assurances  that  the  re¬ 
quirements  of  paragraph  (d)  of  this 
section  have  been  and  will  continue  to 
be  met. 

(3)  The  guarantee  agency  shall  make 
such  reports,  in  such  form,  and  con¬ 
taining  such  information  as  the  Com¬ 
missioner  may  reasonably  require,  and 
it  shall  keep  such  records  and  afford 
access  thereto  as  the  Commissioner 
may  find  necessary  to  assure  the  cor¬ 
rectness  of  these  reports. 

(4)  The  guarantee  agency  shall  set 
forth  adequate  assurance  that,  with 
respect  to  that  portion  of  any  loan  in¬ 
sured  under  the  agency’s  program  re¬ 
insured  by  the  Commissioner  under 
this  section,  the  reinsurance  satisfies 
any  State  law  or  regulation  requiring 
the  maintenance  of  a  reserve. 

(5)  In  connection  with  any  claim  for 
reinsurance  under  this  section,  the 
guarantee  agency  shall  warrant  that: 

(i)  The  terms  of  the  underlying  loan 
comply  with  all  Federal  requirements; 

(ii)  All  reasonable  efforts  by  the 
original  lender  and  any  subsequent 
holder  have  been  made  to  collect  that 
loan; 

(iii)  ’The  loan  was  in  default  prior  to 
the  date  the  lender  was  reimbursed  for 
the  loss;  and 

(iv)  The  agency  will  exert  all  reason¬ 
able  efforts  to  collect  the  loan  after 
the  Commissioner  has  made  a  reinsur¬ 
ance  payment. 
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(6)  The  Commissioner  shall  make 
payments  under  the  agreement  at 
such  times,  in  such  manner,  and  on 
the  basis  of  such  documentation  as  he 
or  she  may  from  time  to  time  pre¬ 
scribe.  The  Commissioner  may  offset 
amounts  payable  by  the  guarantee 
agency  against  amounts  payable  to  the 
guarantee  agency. 

(7K1)  If.  after  the  Commissioner  has 
made  payment  under  this  section  with 
respect  to  any  loan,  any  payments  are 
made  in  discharge  of  the  obligations 
incurred  by  the  borrower  with  respect 
to  that  loan  (including  any  payments 
of  interest  accruing  on  the  loan  after 
pajment  by  the  Commissioner),  there 
shall  be  paid  over  to  the  Commissioner 
that  portion  of  the  amount  of  the  pay¬ 
ments  determined  (in  accordance  with 
paragraph  (d)  of  §  177.36)  to  represent 
his  or  her  equitable  share.  The  supple¬ 
mental  agreement  shall  not  otherwise 
provide  for  subrogation  of  the  United 
States  to  the  rights  of  any  guarantee 
agency. 

(ii)  Amounts  so  paid  by  a  borrower 
to  a  guarantee  agency  may  be  first  ap¬ 
plied  in  reduction  of  either  principal 
or  Interest  owing  on  the  loan,  and  may 
be  applied  in  reduction  of  other 
charges  (e.g.,  late  charges,  attorney’s 
fees)  only  after  the  full  repayment  of 
outstanding  principal  and  interest  on 
the  loan.  When  a  borrower’s  repay¬ 
ment  schedule  requires  (or  actual  pay¬ 
ments  result  in)  pa3rments  that  are  in¬ 
sufficient  to  pay  the  accruing  interest 
on  a  current  basis,  the  guaratee 
agency  shall  periodically  review  (at 
least  every  six  months)  the  borrower’s 
financial  situation  and,  where  feasible, 
shall  distribute  each  payment  between 
principal  and  accruing  interest  so  as  to 
repay  the  principal  within  a  reason¬ 
able  period. 

(8)  A  guarantee  agency  shall  submit 
pa>Tnents  due  the  Commissioner 
ui'ider  paragraph  (fK7)  of  this  section 
within  60  days  of  its  receipt  of  the 
pajTTients  from  the  borrower. 

(9)  A  guarantee  agency  is  prohibited 
from  and  shall  prohibit  lenders  under 
its  program  from  collecting  from  the 
estate  of  a  deceased  borrower,  from  a 
borrower  found  to  be  totally  and  per¬ 
manently  disabled  (as  determined  in 
accordance  with  §177.25),  or  from  a 
borrow’cr  whose  loan  obligation  has 
been  discharged  in  bankruptcy  and 
who  has  not  reaffirmed  his  or  her  loan 
obligation. 

(10)  Nothing  in  an  agreement  made 
under  this  section  shall  be  construed 
to  preclude  a  lender  from  agreeing 
with  a  student  to  forbearance  if  ap¬ 
proved  by  the  guarantee  agency  under 
criteria  comparable  to  those  described 
in  §  177.60. 

(11)  Tlie  agreement  shall  only  cover 
reinsurance  payments  made  before  its 
expiration  date.  An  agreement  will  not 
be  renewed  unless  the  agency’s  pro¬ 
gram  is  in  compliance  with  all  terms  of 


the  agreement  and  all  provisions  of 
tills  subpart.  In  considering  whether 
to  renew  an  agreement,  the  Commis¬ 
sioner  may  take  into  account,  among 
other  matters  concerning  which  he  or 
she  determines  that  there  is  a  Federal 
Interest,  the  adequacy  of  efforts  made 
by  lenders  under  tlie  guarantee  agen¬ 
cy’s  program  and  by  the  guarantee 
agency  to  effect  collection  of  loans 
which  have  gone  into  default,  and  the 
steps  taken  by  the  agency  to  make  its 
program  available  to  all  residents  of 
the  State  attending  participating  resi¬ 
dential  educational  institutions  and  to 
make  interest  benefits  provided  for 
under  §177.21  available  to  all  eligible 
borrowers. 

(g) (1)  Notwithstanding  the  provi¬ 
sions  of  paragraph  (b)  of  this  section, 
the  amount  to  be  paid  to  a  guarantee 
agency  under  the  section  for  any  fiscal 
year  which  is  either  the  fiscal  year  in 
which  the  agency  begins  on  or  after 
October  1,  1976,  to  actively  carry  on  a 
student  loan  in.surance  projTam  sub¬ 
ject  to  aai  agreement  under  §177.33,  or 
is  one  of  the  four  succeeding  years, 
shall  be  100  percent  of  the  amount  of 
losses  incurred  by  that  agency  in  dis¬ 
charge  of  insurance  obligations  under 
its  programs. 

(2)  The  Commissioner  shall  continu¬ 
ously  monitor  the  operations  of  those 
guarantee  agencies  to  which  the  provi¬ 
sions  of  paragraph  (g)(1)  are  applica¬ 
ble  and  shall  revoke  the  application  of 
its  provisions  to  any  agency  which  he 
or  she  determines  has  not  exercised 
reasonable  prudence  in  the  adminis¬ 
tration  of  its  student  loan  insurance 
program,  including  compliance  with 
the  provisions  of  §177.33(a)(l)(xx). 

(h)  Before  a  relnsurince  claim  will 
be  paid  by  the  Commissioner  under 
this  section,  the  agency  must  submit 
to  the  Commis-sloner  a  statement  of 
the  amount  of  loans  insured  by  it 
which  were  “In  repayment  at  the  end 
of  the  preceding  fiscal  year,’’  deter¬ 
mined  in  accordance  with  paragraph 
(c)  of  this  section. 

(20  U.S.C.  1078, 1078-1.) 

§  177.38  Administrative  cost  allowance  for 
guarantee  agencies. 

(a)  Primary  allowance.  To  the 
extent  that  funds  are  available  in  any 
fiscal  year,  the  Commissioner  may 
make  payments  in  accordance  with 
this  paragraph,  at  such  times  as  he  or 
she  may  prtjscribe,  to  any  guarantee 
agency  with  which  he  or  she  has  an 
agreement  under  §  177.33  for  the  pur¬ 
pose  of  meeting  administrative  costs 
which  have  not  bt'en  taken  into  ac¬ 
count  under  §  177.36(d)  and 
§177.37(fK7). 

(1)  Total  pa^Tuents  for  any  fiscal 
year  made  to  an  agency  under  this 
paragraph  shall  not  exceed  one-half  of 
1  percent  of  the  total  principal 
amount  of  loans  for  which  the  agency 
issued  insurance  during  that  fiscal 


year.  If  the  sum  appropriated  for  any 
fiscal  year  for  making  payments  under 
this  paragraph  is  not  sufficient  to  pay 
all  guarantee  agencies  the  full 
amounts  for  which  they  would  other¬ 
wise  be  eligible  under  this  paragraph, 
then  payments  to  all  gruarantee  agen¬ 
cies  will  be  proportionately  reduced. 
In  such  a  case,  if  additional  funds 
become  available  for  making  payments 
for  the  same  fiscal  year,  then  pay¬ 
ments  to  all  guarantee  agencies  will  be 
increased  on  the  same  basis  as  tliey 
were  reduced. 

(2)  Except  as  provided  in  paragraph 
(a)(3).  each  guarantee  agency  which 
receives  payments  under  this  para¬ 
graph  shall  apply  not  le.ss  than  one- 
fourth  of  the  total  amount  received  in 
any  fiscal  year  toward  the  administra¬ 
tive  costs  of  promotion  of  conunercial 
lender  participation,  not  less  than  one- 
half  of  the  total  amount  toward  the 
administrative  costs  of  collection  of 
loans  and  of  preclaim  a.ssistance  for 
default  prevention,  and  the  remaining 
amount  toward  other  administrative 
costs  related  to  the  student  loan  insur¬ 
ance  program  of  the  guarantee 
agency. 

(3)  For  any  guarantee  agency  eligi¬ 
ble  to  receive  an  advance  under 
§  177.35(c)(2): 

(i)  The  spending  minimum  with  re¬ 
spect  to  the  administrative  costs  of 
collection  of  loans  and  preclaim  assis¬ 
tance  for  default  prevention  set  forth 
in  paragraph  (a)(2)  shall  not  apply 
during  the  first  fiscal  year  in  which 
the  agency  is  eligible  to  receive  the  ad¬ 
vance,  and 

(ii)  The  spending  minimum  with  re¬ 
spect  to  these  costs  shall  be  20  percent 
during  the  following  two  fiscal  years 
of  the  agreement. 

(4)  No  payment  may  be  made  under 
this  paragraph  unless  the  guarantee 
agency  has  submitted  an  application 
to  the  Commissioner  by  January  1  of 
the  fiscal  year  for  which  an  allowance 
Is  requested.  The  application  shall  be 
made  in  such  a  mamier  and  shall  pro¬ 
vide  such  information  as  the  Commis¬ 
sioner  may  reasonably  require,  and  it 
shall  contain: 

(i)  Information  demonstrating  the 
agency’s  capability  of  carrying  out  a 
succc.ssful  program  of  loan  collection 
and  preclaim  assistance,  including  de¬ 
scriptions  of  numbers  of  program  staff 
and  their  activities  in  these  areas; 

(ii)  An  esti.mate  of  the  costs  which 
will  be  eligible  for  payment  under  this 
section  (itemized  by  categories  of  costs 
corresix)nding  to  the  definitions  con¬ 
tained  in  paragraph  (c)); 

(iii)  Assurances  that  sufficient  ad¬ 
ministrative  and  fiscal  procedures,  in- 
cludirig  an  annual  audit,  will  be  used 
to  ensure  that  the  aidministrative 
allowance  will  be  used  in  accordance 
with  the  provisions  of  this  section; 

(iv)  Assurances  that  the  guarantee 
agency  will  furnish  any  further  Infor- 
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mation,  including  estimates,  that  the 
Commissioner  may  reasonably  require 
to  carry  out  the  provisions  of  this  sec¬ 
tion: 

(V)  An  estimate  of  the  total  principal 
amoimt  of  new  loan  volume  expected 
to  be  insured  during  that  fLscal  year. 

(b)  Secondary  allowance.  To  the 
extent  that  funds  are  available  in  any 
fiscal  year,  the  Commissioner  may 
make  payments  in  accordance  with 
this  paragraph  at  such  times  as  he  or 
she  may  prescribe  to  any  guarantee 
agency  with  which  he  or  she  has  a  re¬ 
insurance  agreement  under  §  177.36. 
These  payments  may  only  be  used  for 
the  purposes  of  meeting  administra¬ 
tive  costs  of  promotion  of  commercial 
lender  participation,  administrative 
'  costs  of  collection  of  loans,  administra¬ 
tive  costs  of  preclaim  assistance  for  de¬ 
fault  prevention,  and  other  adminis¬ 
trative  costs  related  to  the  student 
loan  insurance  program  of  the  guaran¬ 
tee  agency. 

(1)  Total  payments  for  any  fiscal 
year  made  under  this  paragraph  shall 
not  exceed  one-half  of  1  percent  of  the 
total  principal  amount  of  loans  for 
which  the  guarantee  agency  issued  in¬ 
surance  during  the  fiscal  year  (and 
may  be  made  in  addition  to  payments 
under  paragraph  (a)  of  this  section).  If 
the  sum  appropriated  for  any  fiscal 
year  for  making  payments  under  this 
paragraph  is  not  sufficient  to  pay  all 
guarantee  agencies  the  full  amounts 
for  which  they  would  otherwise  be  eli¬ 
gible,  then  payments  to  all  gurarantee 
agencies  will  be  proportionately  re¬ 
duced.  In  such  a  case,  if  additional 
funds  become  available  for  making 
payments  for  the  same  fiscal  year, 
then  payments  to  all  guarantee  agen¬ 
cies  will  be  increased  on  the  same  basis 
as  they  were  reduced. 

(2)  No  payment  may  be  made  under 
this  paragraph  unless  the  guarantee 
agency  has  submitted  an  application 
to  the  Commissioner  by  January  1  of 
the  fiscal  year  for  which  an  allowance 
is  requested.  The  Commissioner’s  pay¬ 
ment  of  an  administrative  allowance 
under  this  paragraph  on  the  basis  of 
such  an  application  will  be  considered 
to  establish  an  agreement  between  the 
Commissioner  and  the  agency  with  re¬ 
spect  to  the  assurances  contained  in 
the  application.  The  application  shall 
contain  such  information  as  the  Com¬ 
missioner  may  reasonably  require,  in¬ 
cluding: 

(i)  Assurances  that  the  agency’s  stu¬ 
dent  loan  insurance  program  complies 
with  all  the  requirements  of 
§  177.37(d);  and  provides  no  restric¬ 
tions  with  respect  to  the  insurance  of 
loans  for  students  who  are  not  resi¬ 
dents  of  the  State  but  who  are  accept¬ 
ed  for  enrollment  or  are  attending  eli¬ 
gible  residential  educational  institu¬ 
tions  within  the  State; 

(ii)  Information  demonstrating  the 
guarantee  agency’s  capability  of  carry¬ 


ing  out  a  successful  program  of  loan 
collection  and  preclaim  assistance,  in¬ 
cluding  descriptions  of  numbers  of 
program  staff  and  their  activities  in 
these  areas; 

(iii)  An  estimate  of  administrative 
costs  eligible  for  payment  under  this 
section  (itemized  by  categories  of  costs 
corresponding  to  the  definitions  con¬ 
tained  in  paragraph  (c)); 

(iv)  Assurances  that  sufficient  ad¬ 
ministrative  and  fiscal  procedures,  in¬ 
cluding  an  annual  audit,  will  be  ased 
to  ensure  that  any  administrative 
allowance  received  will  be  used  in  ac¬ 
cordance  with  the  provisions  of  this 
section; 

(V)  Assurances  that  the  guarantee 
agency  will  furnish  any  further  infor¬ 
mation,  including  estimates,  that  the 
Commissioner  may  reasonably  require 
to  carry  out  the  provisions  of  this  sec¬ 
tion. 

(c)  For  the  purposes  of  this  section, 
the  following  definitions  shall  apply. 

(1)  “Administrative  costs  of  promo¬ 
tion  of  commercial  lender  participa¬ 
tion”  means  administrative  costs  in¬ 
curred  by  a  guarantee  agency  which 
are  directly  related  to  supervising, 
training,  or  disseminating  information 
to  participating  or  prospective  lenders 
or  to  inducing  these  lenders  to  partici¬ 
pate,  or  it  initiate,  improve,  or  expand 
their  participation  in  making  student 
loans  in  the  agency’s  program.  These 
costs  may  include:  (i)  The  costs  of 
planning  and  executing  instructional 
and  promotional  seminars  and  the 
costs  of  attending  other  similar  meet¬ 
ings  with  lenders,  (ii)  the  costs  of  ob¬ 
taining  or  producing  instructional  or 
promotional  materials  or  equipment 
for  distribution  to  or  use  with  lenders, 
(iii)  postage  costs  associated  with  the 
distribution  of  instructional  or  promo¬ 
tional  materials  to  lenders,  (Iv)  long 
distance  telephone  costs  attributable 
to  the  promotion  of  commercial  lender 
participation,  (v)  the  share  of  the  ini¬ 
tial  year  costs  of  establishing  branch 
offices  attributable  to  service  to  lend¬ 
ers  (rather  than  schools  or  students) 
geographically  distant  from  the  agen¬ 
cy’s  primary  business  location  (these 
costs  may  include  attributable  space, 
utilities,  and  other  overhead  costs), 
and  (vi)  an  appropriate  share  of  the 
compensation  of  personnel  whose  pri¬ 
mary  responsibility  is  training,  super¬ 
vising,  or  recruiting  lenders.  These 
costs  may  not  include  any  portion  of 
the  compensation  of  personnel  whose 
primary  responsibilities  involve  either 
the  performance  or  supervision  of 
duties  that  relate  to  the  routine  pro¬ 
cessing  of  borrower  applications  for 
loans  or  the  maintenance  or  support¬ 
ing  records.  In  no  case  shall  any  such 
costs  include  costs  of  space,  utilities, 
or  other  overhead  expenses  associated 
with  the  agency’s  primary  business  lo¬ 
cation. 

(2)  “Administrative  costs  of  collec¬ 
tion  of  loans”  means  any  administra¬ 


tive  costs  Incurred  by  a  guarantee 
agency  which  are  directly  related  to 
the  collection  of  loans  on  which  de¬ 
fault  claims  have  been  paid  to  partici¬ 
pating  lenders,  including  the  compen¬ 
sation  of  collection  personnel  (and,  in 
the  case  of  personnel  who  perform 
several  functions  for  the  agency,  only 
the  portion  of  compensation  attribut¬ 
able  to  the  collection  activity),  attor¬ 
ney’s  fees,  fees  paid  to  collection  agen¬ 
cies,  postage,  equipment,  supplies,  tele¬ 
phone,  and  similar  directly  related 
costs,  but  does  not  include  any  over¬ 
head  (such  as  space  or  utilities)  costs 
of  the  agency. 

(3)  “Administrative  costs  of  preclaim 
assistance  for  default  prevention” 
means  any  administrative  costs  in¬ 
curred  by  a  gruarantee  agency  which 
are  directly  related  to  providing  collec¬ 
tion  assistance  to  lenders  on  delin¬ 
quent  loans  before  those  loans  enter 
into  default  status,  including  the  com¬ 
pensation  of  appropriate  collections 
personnel  (and,  in  the  case  of  person¬ 
nel  who  perform  several  functions  for 
the  agency,  only  the  portion  of  com¬ 
pensation  attributable  to  the  collec¬ 
tion  activity),  fees  paid  to  locate  bor¬ 
rowers,  postage,  equipment,  supplies, 
telephone,  and  similar  directly  related 
costs,  but  does  not  include  any  over¬ 
head  (such  as  space  or  utilities)  costs 
of  the  agency  whether  or  not  attribut¬ 
able  to  preclaim  assistance. 

(20  U.S.C.  1078,  1078-1,  1082) 

§177..39  Record.*),  reports,  and  inspection 
requirements  for  guarantee  agency 
programs. 

(a)  Records.  (DA  guarantee  agency 
mvLst  keep  records  as  specifically  re¬ 
quired  by  this  Part  and  as  may  be  nec¬ 
essary  to  make  reports  required  by 
tljis  Part  and  must  retain  records  for 
each  loan  for  at  least  5  years  after  the 
loan  is  paid  in  full  or  has  been  deter¬ 
mined  to  be  uncollectible.  These  re¬ 
cords  must  be  as  complete  and  accu¬ 
rate  as  is  necessary  to  document  fully 
the  agency’s  reports. 

(2)  A  guarantee  agency  must  require 
participating  lenders  (including  subse¬ 
quent  holders)  to  keep  records  in  con¬ 
nection  with  loans  guaranteed  by  that 
agency  as  the  Commissioner  shall  re¬ 
quire.  These  must  include  complete 
smd  accurate  records  of  each  loan  ac¬ 
count  (including  loan  disbursement 
checks  presented  for  payment)  reflect¬ 
ing  each  transaction  so  as  to  afford 
ready  identification  of  the  borrower’s 
account  and  status  and  containing  full 
and  proper  documentation  to  support 
a  claim  for  loss.  A  lender  (or  subse¬ 
quent  holder)  must  retain  records  for 
a  loan  for  not  less  than  5  years  from 
the  date  the  loan  has  been  repaid  in 
full  by  the  borrower  or  the  lender  has 
been  reimbursed  for  a  loss  on  the  loan 
by  the  agency.  The  Commissioner 
may,  in  particular  cases,  require  the 
retention  of  records  beyond  this  five 
year  minimum  period. 
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(3)  Records  retained  by  either  a 
guarantee  agency  or  a  lender  under  a 
guarantee  agency  program  may  be 
stored  in  microform  or  computer 
format.  However,  the  holder  of  a 
promissory  note  (whether  a  lender  or 
a  guarantee  agency)  must  retain  the 
actual  note  until  returned  to  the  bor¬ 
rower  upon  completion  of  repayment, 
after  which  it  must  retain  a  copy  of 
the  note  for  the  prescribed  period. 

(b)  Reports.  (1)  The  agency  must 
submit  reports  to  the  Commissioner  at 
such  times  and  in  such  manner  as  he 
or  she  shall  prescribe  concerning  the 
status  of  its  reserve  funds  and  the  op¬ 
eration  of  its  loan  insurance  program, 
including  periodic  reports  on; 

(1)  The  use  of  sums  advanced  by  the 
Commissioner  for  its  reserve  funds; 

(ii)  The  collection  and  disbursement 
of  loan  insurance  premiums  and  earn¬ 
ings  of  the  reserve  funds,  and  the  pay¬ 
ment  of  interest  to  lenders; 

(iii)  Loans  Insured,  loans  repaid  in 
full,  loans  defaulted,  other  claims 
paid,  and  total  loans  in  repayment; 

(iv)  Total  insured  loan  volume  and 
default  volume  and  rate  on  all  loans 
insured  after  December  31.  1976,  and 
on  loans  insured  earlier  if  data  is  avail¬ 
able.  for  each  of  the  following  catego¬ 
ries  of  lenders: 

(A)  Eligible  schools 

(B)  State  or  private,  nonprofit  direct 
lenders 

(C)  Commercial  financial  institu¬ 
tions  which  are  banks,  savings  and 
loan  associations,  or  credit  unions,  and 

(D)  All  other  types  of  institutions  or 
agencies. 

Loan  volume  and  default  data  shall 
be  reported  according  to  the  category 
of  original  lender,  not  subsequent 
holder  or  designee.  If  a  guarantee 
agency  operates  in  more  than  one 
State,  a  separate  report  shall  be  sub¬ 
mitted  for  each  State  of  operation; 

(V)  Procedures  which  the  agency  has 
developed  for  the  diligent  pursuit  of 
borrowers  from  whom  payments  are 
due  to  the  agency  or  its  lenders;  and 

(vi)  The  extent  to  which  loans  are 
available  to  students  at  all  the  eligible 
institutions  in  the  State. 

(2)  The  agency  must  submit  to  the 
Commissioner  or  require  that  lenders 
(including  subsequent  holders)  submit 
to  the  Commissioner  at  such  times  and 
in  such  manner  as  he  or  she  may  pre¬ 
scribe.  statements  containing  such  in¬ 
formation  as  may  be  required  for  the 
purpose  of  enabling  the  Commissioner 
to  determine  the  amount  of  interest 
and  special  allowances  which  he  or  she 
must  pay  with  respect  to  insured 
loans. 

(3)  The  guarantee  agency  must 
submit  to  the  Commissioner  for  his  or 
her  approval,  and  before  their  adop¬ 
tion.  its  forms,  statements  of  proce¬ 
dure  and  standards  (such  as  those  re¬ 
quired  under  §  177.33(a)(lKxx)),  and 
other  materials  which  the  guarantee 


agency  proposes  to  adopt  or  revise, 
and  which  affect  the  operation  of  its 
loan  insurance  program. 

(4)  Lenders  (including  subsequent 
holders)  miLst  submit  to  the  agency 
the  information  necessary  for  the 
agency  to  complete  its  reports  to  the 
Commissioner. 

(c)  Inspections.  (1)  A  guarantee 
agency  must  afford  the  Commissioner 
(or  other  agencies  of  the  Government 
designated  by  the  Commissioner) 
access  to  its  records  upon  request  in 
order  to  assure  the  correctness  of  the 
reports  described  in  paragraph  (b)  of 
this  section. 

(2)  A  guarantee  agency  must  provide 
in  its  agreement  with  a  lender  that  the 
lender  (including  a  subsequent  holder) 
must  afford  the  Commissioner  (or 
other  agencies  of  the  Government  des¬ 
ignated  by  the  Commissioner)  or  the 
agency  access  to  the  lender’s  records 
upon  request  in  order  to  assure  the 
correctness  of  the  reports  required 
under  paragraphs  (b)(2)  and  (b)(4)  of 
this  section. 

(20  U.S.C.  1072,  1078,  1082) 

Subpart  E  [Rasarvad] 

Subpart  F — Fadaral  Inturad  Student  Loan 
Program 

§  177.51  CircumHtancen  under  which  and 
extent  to  which  loans  may  be  federally 
insured. 

(a)  The  Commissioner  may  insure  all 
the  loans  made  to  students  by  a  lender 
l(x:ated  in  a  State  (1)  in  which  no 
State  or  private  nonprofit  guarantee 
agency  operates  a  student  loan  insur¬ 
ance  program,  pursuant  to  an  agree¬ 
ment  with  the  Commissioner  under 
§  177.33,  or  (2)  in  which  such  a  pro¬ 
gram  is  in  operation  but  is  not  reason¬ 
ably  accessible,  on  the  whole,  to  stu¬ 
dents  who  meet  the  residency  require¬ 
ments  of  the  program. 

(b)  The  Commissioner  may  Insure 
loans  made  by  a  lender  located  in  a 
State  in  which  a  State  or  private  non¬ 
profit  guarantee  agency,  in  accordance 
with  an  agreement  with  the  Commis¬ 
sioner  under  §  177.33,  operates  a  stu¬ 
dent  loan  Insurance  program  which  is 
reasonably  accessible,  on  the  whole,  to 
students  who  meet  the  residency  re¬ 
quirements  of  the  program,  only  to 
the  following  extent: 

(1)  If  the  Commissioner  finds  that 
(i)  no  guarantee  agency  program  in  op¬ 
eration  in  the  State  is  reasonably  ac¬ 
cessible  to  students  at  a  participating 
school,  as  compared  with  students  at 
other  participating  schools  over  a  com¬ 
parable  period  of  time,  and  (ii)  the 
access  of  students  at  that  school  to 
loans  made  under  this  Part  would  be 
significantly  increased  if  the  Commis¬ 
sioner  insured  loans  made  in  the  State 
to  students  attending  that  school, 
then  the  Commissioner  may  insure 
loans  made  by  lenders  located  in  the 


State  to  students  attending  that 
school.  This  paragraph  would  apply, 
for  example,  if  a  participating  school 
within  the  definition  of  “eligible  edu¬ 
cational  institution”  in  §  177.11  was 
not  recognized  as  an  eligible  school 
under  any  such  State  or  private  non¬ 
profit  program  or  if  a  majority  of  the 
persons  enrolled  at  the  school  met  the 
conditions  of  student  eligibility  set 
forth  in  §  177.12  but  were  not  recog¬ 
nized  as  eligible  students  under  the 
State  or  private  nonprofit  program. 

(2)  If  no  guarantee  agency  program 
in  operation  in  the  State  is  accessible 
to  students,  because  they  do  not  meet 
the  residency  requirements  of  any 
such  program,  the  Commissioner  may 
insure  loans  to  those  students. 

(3)  If  the  Commissioner  finds  that 
no  single  guarantee  agency  program  in 
the  State  is  accessible  to  at  least  80 
percent  of  the  students  to  whom  the 
lender  Intends  to  make  loans  (over  a 
12  month  period)  because  of  the  agen¬ 
cy’s  residency  requirements,  the  Com¬ 
missioner  may  insure  all  the  loans 
made  to  students  by  that  lender.  Thus, 
if  over  20  percent  of  the  students  to 
whom  a  lender  intends  to  make  loans 
are  ineligible  for  loan  insurance  by  a 
single  guarantee  agency  in  the  State 
because  of  their  residence,  the  Com¬ 
missioner  may  insure  all  loans  made 
by  that  lender  under  this  Part. 

(4)  If  the  Commissioner  has  previ¬ 
ously  insured  a  loan  to  a  student  and 
that  loan  has  not  been  repaid,  further 
loans  to  that  student  by  the  same 
lender  may  be  insured  by  the  Commis¬ 
sioner  under  circumstances  approved 
by  the  guarantee  agency. 

(c) (1)  For  the  purposes  of  para¬ 
graphs  (a)  and  (b)  of  this  section,  a 
lender  shall  be  considered  to  be  locat¬ 
ed  in  the  State  of  an  educational  insti¬ 
tution  if  the  lender:  (i)  Has  a  relation¬ 
ship  with  the  school  such  that  the 
school  will  be  considered  to  have  origi¬ 
nated  a  loan;  (ii)  has  a  majority  of  its 
voting  stock  held  by  the  school;  or  (iii) 
has  common  ownership  or  manage¬ 
ment  with  the  school  and  more  than 
50  percent  of  the  loans  made  under 
this  Part  by  the  lender  are  made  to 
students  at  that  school. 

(2)  The  Commissioner  may  require, 
as  a  condition  for  iasuring  loans  under 
this  Subpart,  the  submission  by  the 
lender  of  such  materials  as  are  neces¬ 
sary  to  satisfy  the  Commissioner  that 
a  condition  described  in  paragraph 
(b)(1).  (2),  or  (3)  of  this  section  exists. 

(d) (1)  Except  as  provided  in  para¬ 
graph  (d)(2)  of  this  section,  the  insur¬ 
ance  liability  on  any  loan  insured  by 
the  Commissioner  under  this  Part 
shall  be  100  percent  of  the  unpaid  bal¬ 
ance  of  principal  and,  to  the  extent 
permitted  under  §  177.64  and  §  177.65, 
accrued  Uiterest,  except  that: 

(A)  If,  for  any  fiscal  year,  the  total 
amount  of  insurance  claims  paid  by 
the  Commissioner  under  this  Subpart 
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to  any  eligible  lender  which  is  a  State 
agency  or  private  nonprofit  agency 
designated  by  a  State  (for  purposes  of 
lending  eligibility  under  5177.11) 
reaches  5  percent  of  the  sum  of  origi¬ 
nal  principal  amount  of  loans  made  by 
the  lender  which  are  insured  by  the 
Commissioner  and  in  repayment  (as 
defined  in  paragraph  (d)(3)  of  this  sec¬ 
tion)  at  the  end  of  the  preceding  fiscal 
year,  the  insurance  liability  of  the 
Commissioner  on  a  claim  subsequently 
paid  (unless  it  is  subject  to  paragraph 
(dKl)(B)  under  this  Subpart  shall  be 
90  percent  of  the  amoimt  of  the 
unpaid  balance  of  principal  plus  ac¬ 
crued  interest  if  the  loan  was  insured 
after  the  applicable  date  described  in 
paragraph  (d)(4). 

(B)  If,  for  any  fiscal  year,  the  total 
amount  of  insurance  claims  paid  to  a 
lender  reaches  9  percent  of  that  sum, 
the  insurance  liability  of  the  Conunis- 
sioner  on  a  claim  subsequently  paid 
under  this  Subpart  shall  be  80  percent 
of  the  amount  of  the  unpaid  balance 
of  principal  plus  accrued  interest  if 
the  loan  was  insured  after  the  applica¬ 
ble  date  described  in  paragraph  (d)(4). 

(2)  The  provisions  of  clauses  (A)  and 
(B)  of  Paragraph  (d)(1)  of  this  section 
shall  not  apply  to  a  lender  which  is  a 
State  agency  or  private  nonprofit 
agency  designated  by  a  State  (for  pur¬ 
poses  of  lending  eligibility  under 
§177.11)  during  the  fiscal  year  in 
which  that  lender  begins  to  carry  on  a 
loan  program  insured  by  the  Commis¬ 
sioner,  and  during  each  of  the  four 
succeeding  fiscal  years. 

(3)  For  purposes  of  this  section,  the 
original  principal  amount  of  loans 
made  by  a  lender  which  are  insured  by 
the  Commissioner  and  which  are  in  re¬ 
payment  at  the  end  of  the  preceding 
fiscal  year  shall  be  the  original  princi¬ 
pal  amount  of  all  loans  made  by  the 
lender  which  are  insured  by  the  Com¬ 
missioner  before  the  end  of  that  fiscal 
year  reduced  by: 

(i)  The  amount  the  Commissioner 
has  been  required  to  pay  the  lender  in 
discharge  of  insurance  obligations 
under  this  Subpart, 

(il)  The  original  principal  sunoimt  of 
those  loans  W'hich  have  been  fully 
repaid, 

(iii)  The  original  principal  amount 
insured  on  those  loans  for  which  pay¬ 
ment  of  the  first  installment  of  princi¬ 
pal  has  not  yet  become  due  under 
§  177.58(a)  or  the  first  installment 
need  not  be  paid  under  §  177.58(g),  and 

(iv)  The  original  principal  amount  of 
loans  repaid  by  the  Commissioner 
under  5 177.25. 

(4)  The  applicable  date  for  the  pur¬ 
poses  of  paragraphs  (dKl)  (A)  and  (B) 
shall  be:  (i)  The  90th  day  after  the  ad¬ 
journment  of  the  next  regular  session 
of  the  legislature  of  the  State  in  which 
the  lender  is  designated  to  operate 
which  convenes  after  October  12, 1976, 
-r. 


(ii)  the  date  which  is  one  year  from 
that  90th  day  if  the  primary  source  of 
lending  capital  for  the  lender  is  the 
sale  of  bonds  and  the  constitution  of 
the  State  in  which  the  lender  is  desig¬ 
nated  to  operate  prohibits  a  pledge  of 
the  State’s  credit  as  security  against 
the  bonds. 

(5)  For  purposes  of  this  paragraph, 
payments  by  the  Commissioner  to  an 
assignee  of  the  original  lender  with  re¬ 
spect  to  a  loan,  or  payments  to  a  sub¬ 
sequent  holder,  shall  be  considered 
payments  made  to  the  original  lender. 

(e)  The  Commissioner  shall  not,  be¬ 
cause  of  any  provision  of  this  section, 
deny  loan  insurance  to  any  school 
lender  which  has  previously  entered 
an  Agreement  with  the  Conunissioner 
imder  §  177.72  unle.ss  the  Commission¬ 
er  has  determined,  based  on  studies 
and  sun^eys  satisfactory  to  him  or  her, 
that  access  to  loans  will  be  reasonably 
available  to  students  at  that  school 
who  make  an  active  and  diligent  effort 
to  obtain  loans  from  other  eligible 
lenders. 

(20  U.S.C.  1071, 1073, 1076) 

§  177.52  Agreements  between  eligible  lend¬ 
ers  and  the  Commissioner. 

(a)  The  Commissioner  may  enter 
into  an  agreement  with  an  eligible 
lender  under  which  losses  resulting 
from  the  failure  of  borrowers  to  make 
repayment  on  the  principal  amount, 
or  interest,  on  loans  made  by  the 
lender  under  this  Subpart  will  be  cov¬ 
ered  by  Federal  loan  insurance  to  the 
extent  provided  in  §  177.51(d).  No 
loans  shall  be  insured  unless  covered 
by  such  an  agreement.  The  agreement 
shall  contain  such  provisions  and  be 
supported  by  such  information  as  the 
Commissioner  may  require. 

(b)  If  an  eligible  lender  requests  an 
agreement  under  this  section,  the 
Commissioner  shall  respond  within  30 
days  and,  if  he  or  she  has  decided  not 
to  approve  the  request,  shall  state  rea¬ 
sons  for  that  decision.  An  .eligible 
lender  which  has  been  denied  an 
agreement  shall  be  given  the  opportu¬ 
nity  to  meet  with  a  designated  Office 
of  Education  official  to  show  cause 
why  the  agreement  should  not  be 
denied.  However,  the  Conunissioner 
need  not  give  reasons  for  a  denial  or 
grant  an  opportunity  to  show  cause  if 
a  request  is  submitted  within  six 
months  of  a  previous  denial. 

(c)  An  agreement  under  this  section 
between  the  Commissioner  and  an  eli¬ 
gible  lender  may  include  (Da  limit  on 
the  dollar  amount  of  loans  made  by 
the  lender  which  will  be  covered  by 
Federal  loan  insurance  or  (2)  a  limit 
on  the  period  during  which  the  lender 
may  continue  to  make  loans  which  the 
Commissioner  will  insure,  or  (3)  both 
of  these  types  of  limits.  In  determin¬ 
ing  whether  and  to  what  extent  to  in¬ 
clude  limits  in,  and  whether  to  enter 
into,  an  agreement  with  an  eligible 


lender,  the  Commissioner  shall  consid¬ 
er  the  following  criteria  (and  may  re¬ 
quire  submission  by  the  lender  of  such 
materials  as  are  necessary  for  the  ap¬ 
plication  of  the  criteria): 

(i)  Whether  the  eligible  lender  has 
proposed  or  established  adequate  pro¬ 
cedures  for  making,  servicing,  and  col¬ 
lecting  loans; 

(il)  Whether  the  eligible  lender  is  ca¬ 
pable  of  implementing,  or  is  imple¬ 
menting,  such  adequate  procedures  for 
making,  servicing  and  collecting  loans; 

(iii)  The  prior  experience  of  the  eli¬ 
gible  lender  in  other  types  of  lending; 

(iv)  The  financial  condition  of  the 
eligible  lender, 

(V)  In  the  case  of  an  institution  of 
higher  education  seeking  approval  as  a 
school  lender,  its  accreditation  status, 
with  the  preferred  condition  being 
either  accreditation  as  described  in 
§  177.11  or  approval  by  an  advisory 
conunittee  appointed  by  the  Commis¬ 
sioner  as  described  in  §  177.11; 

(vi)  Whether  the  original  principal 
dollar  amount  of  loans  made  under 
this  Part  to  students  by  the  eligible 
lender  which  are  in  default  represents 
10  percent  or  more  of  the  original 
principal  dollar  amount  of  all  such 
loans  which  have  reached  the  repay¬ 
ment  period; 

(vii)  In  the  case  of  a  school  lender, 
whether  the  original  principal  amount 
of  loans  made  by  that  school  which 
went  into  default  during  a  12-month 
period  represented  15  percent  or  more 
of  the  original  principal  amount  of  all 
loans  in  repayment  status  (including 
those  in  deferment)  at  the  beginning 
of  that  period  plus  that  of  all  loans 
coming  into  repayment  during  that 
period. 

(viii)  Whether  the  dollar  amount  of 
loans  made  under  this  Part  to  students 
by  the  lender  which  are  30  or  more 
days  delinquent  represents  more  than 
20  percent  of  the  dollar  amount  of  all 
such  loans  w’hich  have  reached  the  re¬ 
payment  period; 

(ix)  The  prior  record  of  the  eligible 
lender  in  complying  with  the  provi¬ 
sions  of  this  Part; 

(X)  Whether  the  eligible  lender 
makes  loans  to  students  who  reside  in 
a  geographical  area  other  than  that  of 
the  lender’s  principal  place  of  oper¬ 
ation;  and 

(xi)  Whether  the  prospective  lender 
is  an  educational  institution.  Close 
scrutiny  will  be  given  to  school  lenders 
because  they  are  not  subject  to  review 
in  their  capacity  as  lenders  by  other 
Federal  or  State  agencies. 

(d)  Except  as  otherwise  approved  by 
the  Commissioner,  an  agreement 
under  this  section  with  a  school  lender 
shall  limit  the  loans  made  by  that 
school  lender  which  will  be  covered  by 
Federal  loan  insurance  to  those  made 
to  students  who  are  in  attendance  at 
that  school  or,  if  considered  appropri¬ 
ate  by  the  Commissioner,  who  are  in 
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attendance  at  other  schools  under  the 
same  ownership  or  who  are  employees 
(or  dependents  of  employees)  of  that 
school  lender. 

(e)  Limitations  on  the  lending  eligi¬ 
bility  of  a  school  lender  which  makes 
loans  to  students  in  attendance  at 
other  schools  under  the  same  owner¬ 
ship  may  be  imposed  on  a  school-by¬ 
school  basis. 

(20  U.S.C.  1079,  1082.) 

§  177.53  Conditions  for  insurability  of  in¬ 
dividual  loans. 

(a)  A  loan  by  an  eligible  lender 
which  has  in  effect  an  agreement  with 
the  Commissioner  under  §  177.52  shall 
be  insurable  under  ths  Subpart  only  if 
made  to  a  person  who: 

(1)  Provides  the  lender  with  a  state¬ 
ment  that  he  or  she  meets  the  require¬ 
ments  of  §  177.12(a)  and  with  such 
other  information  as  may  be  specified 
on  a  form  provided  by  the  Commis¬ 
sioner; 

(2)  Provides  the  lender  with  state¬ 
ments  from  a  participating  school 
meeting  requirements  of  §  177.78; 

(3)  Provides  the  lender  with  a  state¬ 
ment  listing  the  dates,  lenders,  and 
amounts  of  other  outstanding  loans  to 
him  or  her,  including  those  which 
have  been  made  under  programs  cov¬ 
ered  by  this  Part; 

(4)  Piles  with  the  lender  an  affidavit 
in  accordance  with  §  177.15;  and 

(5)  Has  agreed  to  promptly  notify 
the  holder  of  the  loan  note  concerning 
any  change  in  his  or  her  address,  en¬ 
rollment  status,  or  school  of  enroll¬ 
ment. 

(b)  In  making  a  loan  under  this  Sub¬ 
part,  a  lender  which  is  not  an  institu¬ 
tion  of  higher  education  or  a  vocation¬ 
al  school,  acting  in  good  faith  and  in 
the  absence  of  information  to  the  con¬ 
trary,  may  rely  upon  the  certifications 
provided  by  an  educational  institution 
and  upon  the  assurances  and  other  in¬ 
formation  provided  by  a  borrower 
under  paragraph  (a)  of  this  section.  A 
lender  which  by  transfer  or  assign¬ 
ment  in  accordance  with  §  177.61,  ob¬ 
tains  possession  of  a  loan  which  has 
been  made  by  a  school  lender  may, 
acting  in  good  faith  and  in  the  absence 
of  information  to  the  contrary,  rely 
upon  the  assurances  and  information 
provided  by  a  borrower  to  that  school 
under  paraerraph  (a)  of  this  section, 
but  the  transferee  or  assignee  shall 
not  be  entitled  to  rely  upon  the  certifi¬ 
cations  provided  by  a  school  lender 
under  paragraph  (a)  of  this  section  in 
the  making  of  the  loan.  In  making  a 
loan  under  this  Subpart,  a  lender 
which  is  not  an  educational  institu¬ 
tion,  but  for  which  the  conditions  set 
forth  in  paragraph  (c)  of  §  177.65  exist, 
acting  in  good  faith  and  in  the  absence 
of  information  to  the  contrary,  may 
rely  upon  the  assurances  and  informa¬ 
tion  provided  by  a  borrower  under 
paragraph  (a)  of  this  section,  but  shall 


not  be  entitled  to  rely  upon  the  certifi¬ 
cations  of  the  school  provided  there¬ 
under. 

(20  U.S.C.  1077, 1078,  1079. 1082, 1085,  1088f. 
1088k.) 

§177.54  Limitations  on  maximum  loan 
amounts. 

(a)  Academic  year  loans  limits.  (1) 
Except  as  provided  in  paragraphs  (a) 
(2)  and  (3),  the  Commissioner  will  not 
insure  a  loan  which,  when  added  to 
the  amount  of  other  loans  covered  by 
this  Part  which  the  student  has  al¬ 
ready  received  for  the  same  academic 
year,  would  cause  the  sum  to  exceed 
$2,500  in  the  case  of  a  student  who  has 
not  successfully  completed  a  program 
of  undergraduate  education  or  $5,000 
in  the  case  of  a  graduate  or  profession¬ 
al  student  (as  defined  in  §  177.11). 

(2)  The  Commissioner  will  not 
insure  a  loan  which  is  made  by  a  lend¬ 
ing  agency  of  a  State  or  by  a  private 
nonprofit  lending  agency  designated 
by  a  State,  or  which  is  made  or  origi¬ 
nated  (as  defined  in  §177.11)  by  a 
school  to  a  student  for  his  or  her  first 
academic  year  of  a  program  of  postse¬ 
condary  education  who  has  not  previ¬ 
ously  enrolled  in  such  a  program,  in 
an  amount  in  excess  of  the  lesser  of 
$2,500  or  50  percent  of  the  student’s 
estimated  cost  of  attendance. 

(3)  The  Commissioner  will  not 
insure  loans  in  excess  of  $1,500  which 
are  made  or  originated  by  a  .school  to 
any  student  for  his  or  her  first  aca¬ 
demic  year  of  a  program  of  postsecon¬ 
dary  education  who  has  not  previously 
enrolled  in  such  a  program  unless  the 
loan  is  to  be  disbursed  in  two  or  more 
installments,  none  of  which  exceeds 
one-half  of  the  loan,  with  the  interval 
between  the  first  and  the  second  in¬ 
stallments  being  not  less  than  one- 
third  of  the  period  of  enrollment  for 
which  the  loan  is  made.  However,  a. 
loan  which  is  made  to  cover  the  ex¬ 
penses  of  a  single  academic  period  of 
less  than  5  months  is  not  subject  to 
these  requirements.  For  the  purposes 
of  this  paragraph,  all  loans  made 
within  a  period  of  90  days  will  be  con¬ 
sidered  a  single  loan. 

(b)  Additional  limitation  on  loans  to 
correspondence  students.  In  the  case 
of  a  student  pursuing  a  correspon¬ 
dence  course,  the  Commissioner  will 
not  insure  a  loan  exceeding  the 
amount  of  the  contract  price  of  the 
course.  In  the  case  of  a  correspon¬ 
dence  course  which  includes  a  period 
of  required  resident  training,  the  Com¬ 
missioner  will  insure  additional  loan 
amounts  to  cover  the  estimated  cost  of 
attendance  for  that  portion  of  the 
course. 

(c)  Aggregate  loan  limits.  The  Com¬ 
missioner  will  not  insure  a  loan  in  an 
amount  which,  together  with  the 
unpaid  principal  amount  of  all  other 
loans  to  the  student  covered  under 
this  Part,  would  result  in  an  aggregate 


loan  amount  in  excess  of  $7,500  in  the 
case  of  a  student  who  has  not  success¬ 
fully  completed  a  program  of  under¬ 
graduate  education  or  $15,000  in  the 
case  of  a  graduate  or  professional  stu¬ 
dent,  including  loans  made  to  that 
person  before  he  or  she  became  a 
graduate  or  professional  student  (as 
defined  in  §177,11). 

(20  U.S.C.  1075,  1078,  1079,  1082.) 

§  177.55  Issuance  of  Federal  loan  insur¬ 
ance. 

(a)  Individual  application  for  insur¬ 
ance.  Each  lender  with  whom  the 
Commissioner  has  entered  into  an 
agreement  under  §  177.52  may  make 
application  to  the  Commissioner  for 
Federal  loan  insurance  in  connection 
with  each  application  for  a  loan  which 
that  lender  has  determined  to  be  eligi¬ 
ble  for  insurance  coverage.  Upon  re¬ 
ceipt  of  an  application,  which  shall  be 
filed  on  such  form  and  in  such  manner 
as  may  be  prescribed  by  the  Commis¬ 
sioner,  the  Commissioner  shall  deter¬ 
mine  whether  or  not  to  insure  the 
loan.  If  the  loan  appears  to  be  insur¬ 
able,  the  Commissioner  shall,  by  affix¬ 
ing  to  the  application  or  otherwise 
providing  evidence  thereof,  advise  the 
lender  of  the  finding  and  of  the 
amount  of  insurance.  Subject  to  the 
provisions  of  §  177.53(b),  the  insurance 
shall  be  understood  to  be  issued  in  re¬ 
liance  on  the  lender’s  implied  repre¬ 
sentation  that  all  requirements  for  the 
initial  insurability  of  the  loan,  includ¬ 
ing  those  set  forth  in  §  177.51,  have 
been  met.  No  disbursement  shall  be 
made  on  a  loan  to  which  this  para- 
^aph  applies  prior  to  the  issuance  of 
insurance. 

(b)  Comprehensive  certificate  of  in¬ 
surance.  The  Commissioner  may  issue 
a  certificate  of  comprehensive  insur¬ 
ance  to  a  lender  applying  therefor 
(and  with  whom  the  Commissioner 
has  entered  into  an  agreement  under 
§  177.52)  which  shall,  without  further 
action  by  the  Commissioner,  insure  all 
insurable  loans  made  by  that  lender, 
on  or  after  the  date  of  the  certificate 
and  before  a  specified  cutoff  date, 
within  the  limits  of  an  aggregate 
maximum  amount  stated  in  the  certifi¬ 
cate.  Insurance  coverage  with  respect 
to  any  loan  covered  shall  be  condition¬ 
ed  upon  compliance  by  the  lender  with 
such  requirements  (to  be  stated  or  in¬ 
corporated  by  reference  in  the  certifi¬ 
cate)  as  in  the  Commissioner’s  judg¬ 
ment  will  best  achieve  the  purpose  of 
this  paragraph  while  protecting  the  fi¬ 
nancial  interest  of  the  United  States 
and  promoting  the  objectives  of  this 
Part. 

(20  U.S.C.  1073,  1075,  1077,  1079,  1080, 1082.) 

§  177.56  Insurance  premiums. 

(a)  Insurance  of  loans  under  this 
Subpart  is  conditioned  on  payment  to 
the  Commissioner  by  the  lender  of  in- 
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surance  premiums  in  an  amount  equal 
to  one-fourth  of  one  percent  per  year 
of  the  unpaid  principal  balance  of 
each  loan  covered  (excluding  interest 
or  other  charges  which  may  have  been 
added  to  the  principal).  The  cost  of  in¬ 
surance  premiums  may  be  passed  on  to 
borrowers  in  accordance  with 
§  177.13(b). 

(b)  Computation  and  time  of  pay¬ 
ment  of  premiums.  Premiums  shall  be 
payable  in  the  amounts  and  at  the 
time  specified  in  §  177.13(b). 

(c)  Method  of  payment  of  premiums. 
The  Commissioner  may  bill  the  lender 
for  insurance  premiums  due  or  may 
offset  insurance  premiums  payable  to 
the  Commissioner  by  the  lender 
against  amount  payable  by  the  Com¬ 
missioner  to  the  lender.  When  the 
Commissioner  bills  the  lender  for  the 
premium  on  a  loan,  the  insurance  on 
that  loan  shall  cease  to  be  effective  if 
that  premium  is  not  paid  within  60 
days.  The  Commissioner  may  accept 
late  payment  of  a  premium  due,  and 
thereby  reinstate  the  insurance  on  a 
loan,  if: 

(1)  The  loan  is  not  in  default  and 
the  borrower  is  not  delinquent  in 
making  installment  payments,  or 

(2)  The  loan  is  in  default,  or  the  bor¬ 
rower  is  delinquent,  under  circum¬ 
stances  where  the  borrower  has  en¬ 
tered  into  the  repayment  period  and 
the  lender  could  not  reasonably  have 
been  expected  to  be  aware  of  this 
event  when  it  happened. 

(20  U.S.C.  1077, 1079,  1082.) 

§  177.57  Disbursement  of  loans. 

(a)  Evidence  of  indebtedness.  (1) 
Each  insurable  loan  must  be  evidenced 
by  a  promissory  note  and  by  a  disclo¬ 
sure  statement  that  meets  the  require¬ 
ments  of  12  CFR  Part  226  (Truth  in 
Lending).  The  Commissioner  shall, 
from  time  to  time,  make  available  an 
approved  promissory  note  form.  Any 
substantive  deviation  from  the  provi¬ 
sions  of  the  most  current  promissory 
note  form  make  available  by  the  Com¬ 
missioner  must  be  approved  by  the 
Commissioner  prior  to  the  making  of 
any  loans  evidenced  by  promissory 
notes  containing  such  deviations.  A 
copy  of  each  executed  note  and  the  re¬ 
quired  disclasure  statement  shall  be 
supplied  to  the  student  borrower  by 
the  lender. 

(2)  The  Commissioner  may,  in  accor¬ 
dance  with  Subpart  H  of  this  Part,  re¬ 
quire  a  school  that  is  a  lender  to  use  a 
special  promissory  note  which  pro¬ 
vides  that  the  student’s  obligation 
with  regard  to  the  loan  amount  is  de¬ 
pendent  upon  the  student’s  continued 
enrollment  during  the  academic  period 
for  which  the  loan  was  made  and  is 
proportionate  to  the  percentage  of 
that  period  which  he  or  she  has  com¬ 
pleted. 

(b)  Security  and  endorsement  A 
loan  shall  be  made  without  security 


and  without  endorsement,  except  that 
if  the  borrower  Is  a  minor  and  his  or 
her  note  would  not,  under  applicable 
local  law,  constitute  a  valid  and  en¬ 
forceable  obigation,  endorsement  may 
be  required. 

(c)  Disbursement  to  the  borrower  by 
a  lender  which  is  not  a  school  A 
lender  which  is  not  a  school  must 
make  its  disbursements  in  the  follow¬ 
ing  manner 

(DA  lender  which  is  not  a  school 
may  not  make  a  disbursement  of  any 
loan  proceeds  earlier  than  is  reason¬ 
ably  necessary  to  meet  the  purposes 
for  which  the  loan  is  being  made  and 
in  no  case,  except  as  approved  by  the 
Commissioner,  earlier  than  30  days 
prior  to  the  date  on  which  the  student 
is  scheduled  to  matriculate.  If  the  loan 
is  covered  by  §  177.55(a),  no  disburse¬ 
ment  may  be  made  on  It  prior  to  the 
issuance  of  insurance  by  the  Commis¬ 
sioner.  Each  disbursement  m’ost  be 
made  by  a  check  payable  to  the  stur 
dent  (or,  if  authorized  by  the  student 
in  writing,  jointly  to  the  student  and 
the  school  which  he  or  she  is  to 
attend)  and  carrying  the  legend 
“GSLP— Payee  Endorsement  Re¬ 
quired.”  The  check,  after  being  pre¬ 
sented  for  payment,  must  be  retained 
by  the  lender  in  accordance  with 
§  177.66. 

(a)  Neither  a  lender  nor  a  school 
may  obtain  a  student’s  authorization 
to  endorse  a  disbursement  check  on 
behalf  of  a  borrower. 

(2)  The  lender  must  disburse  the 
proceeds  of  the  loan  by  transmitting 
each  check  representing  a  disburse¬ 
ment  to  the  school  to  be  attended  by 
the  borrower  (unless  the  school  is  not 
located  in  a  State,  in  which  case  the 
check  must  be  transmitted  directly  to 
the  borrower  and  the  lender  must 
notify  the  school  within  30  days  of  the 
disbursement  of  the  existence  of  loan 
insurance  under  this  Part,  the  amount 
of  the  loan  so  insured,  and  the  name 
of  the  lender  making  the  loan).  The 
school  must  then  transmit  each  check 
to  the  borrower  in  accordance  with 
the  requirements  of  §  177.79(a)  and 
(b).  The  school  must  also  keep,  records 
relating  to  loan  disbursements  and 
student  borrowers  as  set  forth  in 
5  177.73(b). 

(d)  Disbursement  of  a  loan  made  by 
a  school  lender.  A  lender  which  is  an 
educational  institution  may  not  make 
a  disbursement  of  any  loan  proceeds 
to  a  student  earlier  than  is  reasonably 
necessary  to  meet  the  purposes  for 
which  the  loan  is  being  made.  For  pur¬ 
poses  of  paying  subsequent  insurance, 
interest  benefit,  or  special  allowance 
claims,  the  Commissioner  shall  not 
recognize  a  disbursement  for  an 
amount  greater  than  that  reasonably 
necessary  to  enable  the  student  to 
travel  from  his  or  her  residence  to  the 
school,  to  a  student  who  failed  to  ma¬ 
triculate  at  that  institution  during  the 


academic  period  for  which  the  loan 
w^as  made.  If  the  loan  is  covered  by 
§177. 55(a),  no  disbursement  may  be 
made  on  it  prior  to  the  issuance  of  in¬ 
surance  by  the  Commissioner.  Each 
disbursement  must  be  made  by  a 
check  payable  to  the  student  (or,  if  au¬ 
thorized  by  the  student  in  writing, 
jointly  to  the  student  and  the  educa¬ 
tional  institution  which  he  or  she  is  to 
attend)  and  carrying  the  legend 
“GSLP— Payee  Endorsement  Re¬ 
quired,”  The  check,  after  being  pre¬ 
sented  for  payment,  must  be  retained 
by  the  institution  in  accordance  with 
§  177.66(a).  A  school  lender  may  not 
obtain  a  student’s  authorization  to  en¬ 
dorse  an  Instrument  of  disbursement 
on  his  or  her  behalf. 

(e)  For  purposes  of  this  Part,  a 
check  is  a  draft  drawn  on  a  bank  and 
payable  on  demand.  The  borrower 
must  personnaly  endorse  the  check 
and  may  not  authorize  anyone  else  to 
endorse  it  on  his  or  her  behalf. 

(20  U.S.C.  1077,  1079,  1082.) 

§  177.58  Repayment  of  loans. 

(a)  Commencement  and  install¬ 
ments.  Except  in  the  case  of  a  corre¬ 
spondence  student,  the  note  evidenc¬ 
ing  a  loan  shall  provide  for  repayment 
of  the  principal  amount  together  with 
interest  thereon,  in  periodic  install¬ 
ments  beginning  not  earlier  than  nine 
months  nor  later  than  one  year  after 
the  date  on  which  the  student  ceases 
to  carry  at  an  eligible  school  at  least 
one-half  the  normal  full-time  aca¬ 
demic  workload  as  determined  by  that 
school.  If.  during  the  9  to  12  month 
grace  period,  the  borrower  requests 
that  his  or  her  repayment  schedule 
begin  earlier  or  be  of  shorter  duration 
than  otherwise  required  by  this  para¬ 
graph.  the  lender  may  agree  to  the  re¬ 
quest.  In  the  case  of  a  correspondence 
student,  the  note  evidencing  a  loan 
shall  provide  that  the  repasment 
period  shall  begin  not  earlier  than 
nine  months  nor  later  than  one  year 
after  (1)  the  student’s  completion  of 
his  or  her  program,  or  (2)  the  expira¬ 
tion  of  a  60-day  pefiod  during  which 
the  student  submits  no  assignments 
(unless  the  student,  by  submitting  as¬ 
signments  in  advance  of  the  schedule 
required  by  Part  168  for  the  purpose 
of  computing  the  amount  of  a  refund 
owed  to  the  student  by  the  school,  has 
not  fallen  more  than  60  days  behind 
that  schedule)  or  (3)  the  expiration  of 
a  60-day  period  following  the  normal 
time  established  by  the  school  for  the 
completion  of  the  program  and  com¬ 
municated  to  the  student  under  Part 
168,  whichever  comes  first.  The  sub¬ 
mission  of  one  or  more  assignments 
more  than  60  days  after  the  previous 
submission  (or.  if  applicable,  more 
than  60  days  after  the  due  date  for  a 
scheduled  assignment)  shall  not  re¬ 
store  the  in-school  status  of  a  corre- 
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spondcnce  student  with  respect  to  his 
or  her  loan.  However,  the  school  may 
permit  one  restoration  if  the  student 
acknowledges  in  writing,  within  the 
60-day  period,  that  he  or  she  wishes  to 
continue  his  or  her  course  of  study 
and  that  he  or  she  fully  understands 
his  or  her  responsibilities  to  submit 
le&sons  on  a  timely  basis.  All  scheduled 
repayment  installments  must  be  of 
equal  amounts  except; 

(1)  Where  paragraph  (e)  or  (f)  of  this 
section  applies; 

(ii)  Where  the  last  installment  is  to 
be  of  a  slightly  different  amount  for 
computational  purposes;  or 

(iii)  Where  the  total  amount  of  loans 
made  under  this  Subpart  to  the  bor¬ 
rower  by  the  lender  does  not  exceed 
$1,500  and  the  installments  are  to  be 
for  equal  amounts  of  principal,  plus 
interest. 

(b)  Repayment  period.  (1)  Except  as 
provided  in  paragraph  (b)(2)  and  in 
paragraph  (c),  the  note  evidencing  a 
loan  shall  provide  for  repayment  of 
the  principal  amount  of  the  loan  over 
a  period  of  not  less  than  5  years  nor 
more  than  10  years  from  the  com¬ 
mencement  of  the  repayment  period, 
and  over  a  period  of  not  more  than  15 
years  from  the  date  of  execution  of 
the  original  promissory  note  evidenc¬ 
ing  the  disbursement  of  the  loan. 

(2) (i)  Periods  of  activity  specified  in 
paragraph  (g)  of  this  section  shall  be 
excluded  from  determinations  of  the 
5,  10,  and  15  year  periods;  and  (ii)  In 
the  event  that  a  borrower  has  request¬ 
ed  and  been  granted  a  repayment 
period  of  less  than  five  years,  he  or 
she  may  at  any  time  before  the  total 
repayment  of  the  loan  have  the  repay¬ 
ment  period  extended  (without  the  ne¬ 
cessity  of  lender  agreement)  so  that 
the  total  repayment  period  is  not  less 
than  five  years.  In  the  event  that  a 
student  begins  repayment  earlier  than 
nine  months  after  ceasing  to  be  at 
least  a  half-time  student,  he  or  she 
may  not  further  utilize  the  9  to  12 
month  grace  period. 

(c)  Minimum  payment  The  total  of 
payments  by  a  borrower  during  any 
one  year  period  in  which  repajTnent  of 
principal  is  required  shall  be,  with  re¬ 
spect  to  the  aggregate  amount  out¬ 
standing  of  all  loans  to  that  borrower 
under  programs  coverd  by  this  Part,  at 
least  $360  or  the  balance  of  all  such 
loans  (together  with  interest  thereon), 
whichever  amount  is  less  with  the  fol¬ 
lowing  exceptions: 

(1)  The  borrow’er  and  the  lender 
may  agree  at  any  time  before  or 
during  the  repayment  period  that  re¬ 
payment  may  at  a  lesser  rate,  and 

(2)  In  the  case  of  a  husband  and  wife 
both  having  loans  outstanding,  repay¬ 
ment  by  either  or  both  parties  may  be 
at  a  lesser  rate  as  long  as  the  total  of 
the  combined  payments  for  such  a 
couple  during  any  year  is  not  less  than 
$360  or  the  balance  of  all  of  those 
loans,  whichever  is  less. 


Tlie  provisions  of  subparagraphs  (1) 
and  (2)  may  not  result  in  an  extension 
of  the  10  and  15  year  repayment 
period  maximums. 

(d)  Consequences  of  failure  of  bor¬ 
rower  to  attend  school  If,  after  dis¬ 
bursement  of  a  loan,  the  lender  learns 
that  the  borr.>wer  will  not  be,  or  has 
not  been  a  student  at  an  eligible 
school  during  the  period  for  which  the 
loan  was  intended,  the  lender  must  at 
once  declare  the  loan  immediately  due 
and  payable,  although  repayment  may 
be  made  in  installments  if  necessary. 
If  the  borrower  was  otherwise  eligible 
for  interest  benefits  under  §177.21,  no 
further  interest  benefits  on  that  loan 
shall  be  payable.  In  addition,  the 
lender  must  attempt  to  collect  from 
the  borrower  the  amount  ol  any  inter¬ 
est  benefits  already  paid  on  the  bor¬ 
rower’s  behalf  which  are  attributable 
to  principal  already  disbursed,  and 
must  transmit  to  the  Commissioner 
any  amounts  collected. 

(e)  Repayment  schedule  with  in¬ 
creasing  installment  amounts.  A 
lender  and  a  borrower  with  at  least 
$4, GOO  outstanding  in  loans  held  under 
this  Subpart  by  that  lender  may  enter 
into  an  agreement  for  a  repayment 
schedule,  for  all  those  loans,  providing 
for  installments  which  lncrca.se  in 
amount  over  the  course  of  the  repay¬ 
ment  period.  The  schedule  must  pro¬ 
vide  (1)  for  payments  of  principal  and 
Interest  totaling  at  least  $360  during 
each  year  of  the  repayment  period 
(subject  to  the  exceptions  specified  in 
paragraph  (c)  of  this  section),  (2)  for  a 
total  of  payments  of  principal  and  in¬ 
terest  during  each  year  of  the  repay¬ 
ment  period  which  does  not  exceed 
the  total  of  those  payments  during  the 
preceding  year  by  a  percentage  in 
excess  of  the  percentage  increase  in 
repayment  of  principal  and  interest 
between  the  first  and  second  years  of 
the  repayment  period  (for  example,  if 
total  payments  of  $400  and  $440  are 
scheduled  for  the  first  2  years,  respec¬ 
tively,  the  total  of  payments  for  any 
.subsequent  year  may  not  exceed  the 
total  of  payments  of  the  year  preced¬ 
ing  it  by  more  than  10  percent),  (3)  for 
no  single  installment  in  an  amount 
greater  than  three  times  that  of  any 
other  Installment,  and  (4)  for  confor¬ 
mity  with  paragraphs  (a),  (b),  (g),  (h), 
and  (i)  of  this  section  as  to  each  loan 
to  which  the  repayment  schedule  ap¬ 
plies.  Neither  the  borrower  nor  the 
lender  may  require  the  establishment 
of  a  repayment  schedule  authorized 
under  this  paragraph. 

(f)  Supplemental  repayment  agree¬ 
ments.  For  a  loan  made  by  a  school 
lender,  and  for  which  a  repayment 
schedule  is  not  to  be  entered  into 
under  paragraph  (e)  of  this  section, 
the  lender  and  the  borrower  may 
enter  into  an  agreement  supplement¬ 
ing  the  equal  installment  repayment 
schedule  required  by  this  section 


whereby  the  lender  agrees  that  (as  be¬ 
tween  both  the  lender  and  borrower 
and  the  lender  and  the  Commissioner) 
the  borrower  will  be  considered  to 
meet  the  terms  of  that  repayment 
schedule  so  long  as  the  borrower 
makes  payments  in  accordance  with  a 
separate  schedule.  This  agreement  and 
separate  schedule  must  provide  for 
terms  which  satisfy  the  Commissioner 
that  the  borrower  will  not  be  unduly 
burdened  and  that  the  Commis.sioner 
will  not  be  subject  to  undue  liability. 
No  supplemental  repayment  agree¬ 
ment  may  be  entered  into  unless  the 
lender  has  obtained  the  Commission¬ 
er’s  prior  approval  of  its  terms.  Nei¬ 
ther  the  borrow'er  not  the  lender  may 
require  the  establishment  of  a  supple¬ 
mental  repayment  agreement  under 
this  paragraph,  except  that  the  lender 
may  make  the  borrower’s  written  con¬ 
sent  to  the  ultimate  establishment  of 
the  agreement  a  condition  of  making 
the  loan.  Neither  a  loan  note  subject 
to  a  supplemental  repayment  agree¬ 
ment  nor  the  agreement  itself  may  be 
transferred  or  a.ssigned,  and  the  note 
and  the  agreement  must  provide  by 
their  tenns  that  they  may  not  be 
transferred  or  assigned. 

(g)  Deferment  (1)  The  note  evidenc¬ 
ing  a  loan  shall  provide  that  periodic 
installments  of  principal  need  not  be 
paid,  but  interest  .shall  accrue  and  be 
paid  by  the  borrower  (unless  the  bor¬ 
rower  originally  was  eligible  to  have 
interest  paid  by  the  Commis.sioner 
under  §  177.21),  during  ary  period: 

(i)  In  which  the  borrower  is  pursuing 
a  full-time  course  of  study  at  a  partici¬ 
pating  school  (unle-ss  the  borrower  is  a 
National  of  a  country  other  than  the 
United  {States  and  is  pursuing  a  course 
of  study  at  a  school  not  located  in  a 
State)  or,  in  accordance  with  para¬ 
graph  (g)(2).  Is  pursuing  a  course  of 
study  under  a  gra.luate  fellowship  pro¬ 
gram  approved  by  the  Comtnis'^ioner, 

(ii)  Not  more  than  three  years  in 
which  the  borrower  is  on  active  duty 
as  a  member  of  the  Armed  Forces  of 
the  United  States, 

(ill)  Not  more  than  three  years  in 
which  the  borrower  is  in  service  as  a 
volunteer  under  the  Peace  Corps  Act, 

(iv)  Not  mere  than  three  years  in 
which  the  borrower  is  in  .service  as  a 
full-time  volunteer  under  the  Domes¬ 
tic  Volunteer  Service  Act  of  1973.  or 

(V)  Not  more  than  12  montlis,  diiring 
which  the  borrower  is  seeking  and 
unable  to  find  full-time  employment 
in  the  United  States.  A  borrower  is  en¬ 
titled  to  only  one  period  of  deferment 
on  account  of  unemployment. 

When  repayment  of  a  loan  is  de¬ 
ferred  under  this  paragraph,  the 
period  of  deferment  shall  not  be  in¬ 
cluded  in  the  minimum  and  maximum 
periods  allowed  for  repayment  of  the 
loan  under  paragraph  (b)  of  this  sec¬ 
tion.  Notwithstanding  the  other  provi¬ 
sions  of  this  paragraph,  a  borrower 
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whose  loan  is  in  default  and  who  has 
not  made  satisfactory  arrangement  to 
bring  the  account  up  to  date  is  not  eli¬ 
gible  for  deferment  of  repayment. 

(2)  In  order  for  a  borrower  not  en¬ 
rolled  full-time  at  a  participating 
school  to  have  his  or  her  loan  repay¬ 
ment  deferred  because  he  or  she  is 
pursuing  a  course  of  study  under  a 
graduate  fellowship  program,  the  bor¬ 
rower  must  hold  at  least  a  baccalaure¬ 
ate  degree  conferred  by  an  institution 
of  higher  education  and  must  have 
been  awarded  a  stipend  by  an  organi¬ 
zation  or  program  which  has  been  ap¬ 
proved  by  the  Commissioner  for  the 
purpose  of  full-time  study  in  an  aca¬ 
demic  or  professional  subject  area  for 
which  he  or  she  has  demonstrated  in¬ 
terest  and  ability  and  for  which  he  or 

..  she  has  been  recommended  by  an  in¬ 
stitution  of  higher  education.  Such 
study  need  not  utilize  the  resources  of 
an  educational  or  cultural  institution, 
but  it  must  involve  study  pursuant  to 
clearly  stated  objectives  submitted  in 
wTiting  to  the  organization  or  program 
prior  to  the  award  of  the  stipend,  and 
it  must  involve  the  periodic  submission 
to  that  organization  or  program  of  re¬ 
ports,  projects,  or  other  evidence  of 
the  individual’s  study.  In  order  to  be 
approved  by  the  Commissioner  for 
these  purposes,  an  organization  or  pro¬ 
gram  must  provide  sufficient  financial 
support  to  the  study  to  allow  for  full¬ 
time  study  for  at  least  six  months. 

(3) (i)  For  purposes  of  paragraph 

(g)(l)(v)  of  this  section,  full-time  em¬ 
ployment  means  employment  of  any 
kind  which  the  borrower  is  physically 
able  to  perform,  which  involves  at 
least  30  hours  of  work  per  week,  and 
w'hich  is  expected  to  be  of  at  least 
three  months  in  duration.  The  borrow¬ 
er  is  entitled  to  deferment  under  the 
terms  of  paragraph  (g)(l)(v)  of  this 
section  whether  or  not  he  or  she  has 
been  previously  employed  on  a  full¬ 
time  basis.  If  the  borrower  was  previ¬ 
ously  employed,  he  or  she  is  entitled 
to  a  deferment  without  regard  to  the 
circumstances  under  which  the  em¬ 
ployment  was  terminated. 

(ii)  In  order  to  be  eligible  for  an  un¬ 
employment  deferment  under  para¬ 
graph  (g)(l)(v)  of  this  section,  a  bor¬ 
rower  must  request  the  deferment  in 
WTiting  and  address  the  request  to  the 
original  lender,  or  (if  knowm)  to  the 
subsequent  holder  of  his  or  her  loan 
note.  This  request  must: 

(A)  Certify  that  the  borrower  Is  cur¬ 
rently  seeking  and  unable  to  find  full¬ 
time  employment: 

(B)  Certify  that  he  or  she  has  regis¬ 
tered  with  a  public  or  private  employ¬ 
ment  agency,  specifying  the  name  and 
address  of  that  agency  (this  require¬ 
ment  may  be  waived  by  the  lender  if 
such  an  employment  agency  is  not  rea¬ 
sonably  accessible  to  the  borrower): 

(C)  Contain  a  statement  from  the 
borrower  describing  his  or  her  active. 


good  faith  search  for  full-time  employ¬ 
ment:  and 

(D)  Contain  the  borrower’s  agree¬ 
ment  that  as  soon  as  he  or  she  be¬ 
comes  employed  full-time  he  or  she 
will  notify  the  lender  of  the  date  he  or 
she  became  so  employed.  In  order  to 
receive  continued  deferment  due  to 
unemployment,  the  borrower  must 
also  submit  to  the  lender  at  least  one 
additional  certification  of  eligibility 
for  the  deferment  six  months  after 
the  initial  request.  The  lender  must 
disapprove  the  request  for  a  defer¬ 
ment  or,  if  applicable,  discontinue  the 
deferment  if  the  initial  request  or  any 
subsequent  certification  from  the  bor¬ 
rower  does  not  conform  to  these  re¬ 
quirements  or  if,  in  the  lender’s  judg¬ 
ment,  the  borrower’s  description  of  his 
or  her  search  for  employment  does  not 
reflect  an  active,  good  faith  effort. 
Both  the  initial  request  and  subse¬ 
quent  certifications  must  be  signed 
and  dated  by  the  borrower  and  must 
indicate  his  or  her  latest  permanent 
residential  address  (and.  where  appli¬ 
cable,  his  or  her  latest  temporary  ad¬ 
dress).  All  documents  pertaining  to 
this  deferment  must  be  retained  by 
the  lender  for  the  period  required  by 
§  177,66(a).  In  approving  a  request  for 
deferment  under  paragraph  (g)(l)(v) 
of  this  section,  a  lender  acting  in  good 
faith  and  in  the  absence  of  informa¬ 
tion  to  the  contrary  may  rely  upon  the 
assurances  and  information  provided 
by  a  borrower. 

(iii)  The  period  of  deferment  of  loan 
repayment  granted  under  paragraph 
(g)(l)(v)  of  this  section  shall  be 
deemed  to  commence  on  the  date  that 
the  borrower’s  request  for  the  defer¬ 
ment  is  approved  by  the  lender  or,  if 
the  borrower  and  lender  agree,  an  ear¬ 
lier  date  (not  in  excess  of  60  days  prior 
to  the  lender’s  approval)  if  the  unem¬ 
ployment  which  is  the  basis  for  the  de¬ 
ferment  existed  at  the  earlier  date. 
The  deferment  shall  end  and  the  bor¬ 
rower’s  loan  repayment  obligation 
shall  resume: 

(A)  On  the  date  the  lender  learns 
that  the  borrower  has  become  em¬ 
ployed  full-time, 

(B)  One  month  after  the  date  (estab¬ 
lished  by  the  Vnder),  when  a  certifica¬ 
tion  of  eligi’ul’iy  for  the  deferment  is 
due  from  the  borrower  and  has  not 
been  submitted,  or 

(C)  12  months  after  the  commence¬ 
ment  of  the  deferment  period,  which¬ 
ever  occurs  first. 

(iv)  The  lender  must  approve  or  dis¬ 
approve  a  borrower’s  request  for  defer¬ 
ment  imder  paragraph  (g)(l)(v)  of  this 
section  within  one  month  after  receipt 
of  the  request.  If  an  unemployed  bor¬ 
rower’s  request  for  deferment  of  re¬ 
payment  does  not  meet  the  standards 
prescribed  in  paragraph  (g)(3)(ii),  the 
lender  may  grant  forbearance  in  accor¬ 
dance  with  §  177.60. 

(h)  Student's  liability  for  interest 
The  student  borrower  shall  not  be 


liable  for  any  portion  of  the  interest 
on  the  loan  note  which  is  payable  by 
the  Commissioner,  and  the  lender  may 
not  collect  or  attempt  to  collect  that 
portion  of  the  interest  from  the  bor¬ 
rower.  Interest  not  payable  by  the 
Commissioner  shall  be  payable  in  in¬ 
stallments  over  the  period  of  the  loan 
with  the  following  exceptions,  (i)  If 
provided  in  the  note,  interest  payable 
by  the  student  may  be  deferred  until 
not  later  than  the  date  upon  which 
payment  of  the  first  installment  of 
principal  falls  due,  in  which  case  inter¬ 
est  that  has  so  accrued  during  that 
period  may  be  added  on  that  date  to 
the  principal. 

(ii)  In  the  case  of  a  loan  for  which 
the  first  repayment  installment  is  not 
paid  when  due  in  accordance  with 
paragraph  (a)  of  this  section,  interest 
accruing  during  the  period  between 
the  date  repayment  was  required  to 
begin  and  the  date  repayment  actually 
begins  may  be  added  to  the  principal 
on  the  date  repayment  begins. 

(iii)  Interest  which  accrues  during  a 
period  of  deferment  described  in  para¬ 
graph  (g)  may  be  deferred  until  not 
later  than  the  date  the  next  payment 
of  principal  falls  due,  in  which  case  in¬ 
terest  that  has  so  accrued  during  that 
period  may  be  added  on  that  date  to 
the  principal. 

(i)  Prepayment  The  note  evidencing 
a  loan  shall  provide  that  the  student 
borrower  may  at  any  time  prepay  the 
whole  or  any  part  of  the  loan  without 
interest  penalty. 

(20  U.S.C.  1077,  1078,  1079,  1082:  42  U.S.C. 
5055(e).) 

§  177.59  Due  diligence. 

(1)  General  A  lender  must  exercise 
reasonable  care  and  diligence  in  the 
making,  servicing,  and  collection  of 
loans  insured  under  the  Subpart.  A 
lender  will  be  considered  to  have  exer¬ 
cised  due  diligence  only  if  it  utilizes 
loan  procedures  comparable  to  those 
generally  in  use  by  commercial  lenders 
for  loans  of  comparable  amounts 
which  are  not  covered  by  loan  insur¬ 
ance  and,  in  addition,  complies  with 
the  specihc  requirements  of  this  sec¬ 
tion.  The  delegation  of  functions  to  a 
servicing  agency  or  other  party  does 
not  relieve  the  lender  or  subsequent 
holder  of  a  loan  of  its  responsiblities 
under  this  section. 

(b)  Loan  making.  The  loan  making 
process  includes  such  functions  as  the 
processing  of  necessary  forms,  the  ap¬ 
proval  of  a  borrower  for  a  loan,  the  de¬ 
termination  of  a  loan  amount,  the  ex¬ 
planation  to  the  borrower  of  his  or  her 
responsiblities  under  the  loan,  and  the 
disbursement  of  loan  proceeds.  A  lend¬ 
er’s  normal  loan  making  functions 
may  not  be  delegated  to  a  servicing 
agency  or  other  party  except  in  cases 
where  the  relationship  between  a 
lender  and  a  participating  school  con¬ 
stitutes  a  loan  origination  relationship 
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and  the  school  involved  enters  into  an 
agreement  with  the  Commissioner 
under  §  177.72. 

(1)  Processing  of  necessary  forms. 
Before  considering  a  prospective  bor¬ 
rower  for  a  loan,  the  lender  must  (sub¬ 
ject  to  §  177.53(b))  determine  that  all 
required  forms  have  been  accurately 
completed  by  the  lender  itsf*lf,  the 
borrower  (and,  where  applicable,  his 
or  her  parents  and  spouse),  and  the 
educational  institution.  The  lender 
mast  not  ask  the  borrower  to  sign  any 
form  before  all  information  requested 
of  the  borrower  on  that  form  has  been 
supplied. 

(2)  Approval  of  borrower  and  deter¬ 
mination  of  loan  amount  A  loan  may 
be  made  only  to  an  eligible  student 
(under  the  provisions  of  §  177.12), 
except  that  in  determining  whether  a 
person  is  a  student  a  lender  may  rely 
on  statements  of  the  borrower  and  the 
school  to  the  extent  provided  in 
§  177.53(b).  Except  as  otherwi.se  ap¬ 
proved  by  the  Comml.ssloner,  a  school 
lender  may  make  loans  only  to  stu¬ 
dents  described  in  §  177.52(d).  In  deter¬ 
mining  the  amount  of  the  loan  to  be 
made  (within  the  limitations  of 
§  177.54),  the  lender  should  review  the 
data  on  cost  of  education,  and  on 
other  amounts  of  financial  aid  that 
have  been  awarded  to  the  student,  for 
the  intended  loan  period,  which  is  pro¬ 
vided  by  the  school  on  the  loan  appli¬ 
cation  ^orm.  In  no  case  may  the  loan 
amount  exceed  the  student’s  estimat¬ 
ed  cost  of  attendance  for  the  period  of 
the  loan  less  estimated  financial  assis¬ 
tance, 

(3)  Borrower  interview,  (i)  General 
rule.  Before  making  an  initial  loan  to  a 
student  under  this  Subpart,  a  lender 
must  have  one  of  its  employees  meet 
personally  with  that  student  in  order 
to  ensure  that  the  borrower  under¬ 
stands  his  or  her  obligations  under  the 
loan,  including  the  obligation  to  apply 
the  proceeds  only  to  educational  ex¬ 
penses  and  the  obligation  to  repay  the 
loan.  The  interview  may  be  conducted 
by  an  employee  of  the  school  at  which 
the  student  is  enrolled  if  the  relation- 
.ship  between  tire  lender  and  the 
school  is  such  that  the  eriucationa]  in¬ 
stitution  will  be  considered  to  have 
originated  the  loon  (as  defined  in 
§177.11).  The  interview  .m.ay  be  held 
Individually  with  each  borrower,  or 
with  groups  of  borrowers. 

(ii)  Exception  for  cases  of  borrower 
hardship.  If  a  personal  interview 
would  be  a  hardship  to  the  borrower 
because  of  the  loi  alion  of  his  or  her 
residence  or  other  unusual  circum¬ 
stances,  the  lender  need  not  conduct 
the  interview.  In  such  a  case,  the 
lender  must  retain  in  its  files  a  state¬ 
ment  describing  the  borrower  hard¬ 
ship  and  also  must  obtain  from  the 
borrower  a  signed  statement  describ¬ 
ing  the  borrower’s  rights  and  responsi¬ 
bilities.  This  statement  must  be  re¬ 


tained  by  the  lender  in  accordance 
with  §177.66. 

(4)  Disbursement  of  loan  proceeds. 
Disbursement  of  the  loan  proceeds 
mast  be  made  in  accordance  with  the 
provisions  of  §177.54,  §177.55  and 
§177.57.  The  lender  mast  easure  that 
the  borrower  is  familiar  with  the 
manner  in  which  the  intere.st  that  ac¬ 
crues  prior  to  the  beginning  of  the  re¬ 
payment  period  is  to  be  paid. 

(c)  Loan  servicing— (1)  Student  li¬ 
ability  for  interest  The  .student  bor¬ 
rower  shall  not  be  charged  for  any 
portion  of  the  interest  on  the  loan 
note  in  a  manner  not  authorized  under 
§  177.58(h). 

(2)  A  lender  must  maintain  records 
of  events  affecting  a  loan  that  occur 
while  it  is  the  holder  of  the  loan,  in¬ 
cluding  change  of  the  borrower’s  ad- 
dresss  or  .status  as  at  lea.st  a  half  time 
.student,  eligibility  of  the  borrower  for 
deferment  of  repayment  of  principal, 
payments  and  prepayments,  and  tran.s- 
fers  of  the  loan. 

(3)  A  lender  mast  file  on  a  timely 
basis  such  reports  as  tlie  Cotnmis.sion- 
er  may  require  concerning  a  loan  in- 
.sured  under  this  Subparl.  including 
but  not  limited  to,  the  Lender’s  Mani¬ 
fest  for  Federally  lasured  Loaas  (OE 
Form  1151),  Lender’s  Request  for  Pay¬ 
ment  of  Interest  on  Student  loaas  (OE 
P’orm  1166),  Ijcnder’s  Annual  Report 
on  Guaranteed  Student  Loans  Out¬ 
standing  (OE  Form  1166-2),  iKJan 
Traasfer  Statement  (OE  Form  1074) 
and  the  Loan  Transaction  Statement 
(OE  Form  1199). 

(4)  A  lender  must  respond  on  a 
timely  basis  to  written  inquiries  and 
other  communications  of  the  borrower 
and  any  proper  endorser. 

(5)  When  a  lender  has  been  in¬ 
formed  by  a  .school  or  otherwise  deter¬ 
mines  that  a  borrower  is  no  longer  en¬ 
rolled  at  an  eligible  school  on  at  least 
a  half-time  basis,  the  lender  must 
promptly  contact  the  borrower  in 
order  to  establish  the  terms  of  repay¬ 
ment.  Terms  of  repayment  must  be  es- 
tabli.shed  by  using  OE  Form  1171 
(PromLssory  Note-Installment)  or  a 
similar  instrument,  either  of  which 
must  be  .sicned  by  the  borrower  and  be 
made  a  part  of,  and  subject  to  the 
terms  of.  the  borrower’s  original  prom¬ 
issory  note  (OE  Form  1164  or  a  similar 
instrument)  for  the  loan.  The  original 
prnmi.ssory  note  mu.'it  not  be  .surren¬ 
dered  to  ( he  borrower  until  the  loan  is 
paid  in  full,  at  W'hich  time  both  the 
promi.soory  note  ai’.d  the  repayment 
instrument  must  be  surrendered  to  the 
borrower.  In  establishing  repayment 
terms,  the  current  and  potential 
income  and  financial  obligations  of 
the  borrower  should  be  taken  into  con¬ 
sideration,  with  the  schedule  of  pay¬ 
ments  designed  to  retire  the  loan  obli¬ 
gation  as  soon  as  possible  (within  the 
limitations  of  §  177.58),  without  lead¬ 
ing  to  default  by  the  borrower  due  to 


his  inability  to  make  payments.  Bor¬ 
rowers  should  be  encouraged  (al¬ 
though  they  must  be  made  aware  that 
they  are  not  required)  to  make  such 
payments  as  are  possible  during  the 
period  before  payment  is  legally  re¬ 
quired,  so  as  to  reduce  their  overall  in¬ 
debtedness  and  subsequent  interest 
charges. 

(d)  Collection  of  loans.  (1)  A  lender 
must  exercise  reasonable  care  and  dili¬ 
gence  in  the  collection  of  loans  iasured 
under  this  Subpart,  not  only  with 
regard  to  borrowers  but  with  regard  to 
ei.dorsers  whose  signatures  were  ob¬ 
tained  in  accordance  with  §  177.57(b). 
A  lender  must  utilize  collection  prac¬ 
tices  no  less  e.xtenslve  and  forceful 
than  those  generally  in  use  by  com¬ 
mercial  lenders  for  loans  of  compara¬ 
ble  amounts  which  are  not  covered  by 
loan  insurance,  except  that  litigation 
for  collection  purposes  is  not  required 
(although  it  is  authorized  under  para¬ 
graph  (d)(10)  of  this  section)  and 
except  in  cases  of  the  borrower’s 
death,  permanent  and  total  disability, 
or  adjudication  as  a  bankrupt. 

(2)  When  a  borrower  is  delinquent  in 
making  a  payment,  the  lender  must 
remind  him  of  his  repayment  obliga¬ 
tion  within  10  working  days  of  the 
date  of  the  payment  was  due  by  means 
of  letters,  telephone  or  personal  con¬ 
tact.  If  payments  do  not  resume,  at 
least  three  additional  attempts  at  con¬ 
tacting  the  borrower  and  each  endors¬ 
er  must  be  made  at  regular  appropri¬ 
ate  intervals  during  the  easuing  four- 
month  period.  These  contacts  should 
become  progressively  more  firm  in 
tone.  If  such  efforts  are  uasuccessful, 
they  must  be  repeated  with  respect  to 
any  proper  endorser  on  the  loan. 

(3)  The  continued  mailing  of  a  .series 
of  notices  or  letters  to  the  same  ad- 
dre.ss  when  it  becomes  clear  that  the 
borrower  (or  endorser)  no  longer  re¬ 
sides  there  is  not  due  diligence.  When¬ 
ever  it  becomes  apparent  that  the  cor¬ 
rect  addre.ss  of  tlie  borrower  is  not 
known,  a  lender  must  attempt  to  as¬ 
certain  the  correct  address  through 
the  use  of  Office  of  Education  pro¬ 
claim  collections  assistance  and 
normal  commercial  collection  tech¬ 
niques,  including  contacting  any  en¬ 
dorser  or  other  individual  named  on 
the  borrower’s  loan  application  or  on 
any  other  loan  docun  »'nt.s  in  the  lend¬ 
er’s  pos.se.ssii»n.  If  the  lender  obtains 
knowledge  of  the  borrower’s  address 
prior  to  filing  a  dr  fault  claim,  the 
lender  rnu.st  attempt  to  contact  the 
borrower. 

(4)  It  a  Joan  becomes  60  days  delin¬ 
quent,  the  lender  must  request,  by 
submitting  OE  Form  1249-1  (Request 
for  Collection  A-ssistance  under  Feder¬ 
al  Insured  Student  Loan  Program), 
pre-claim  assistance  from  the  Office  of 
Education.  If  a  loan  ultimately  goes 
into  default,  a  default  claim  will  not 
be  honored  unless  pre-claim  assistance 
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had  been  requested.  A  request  for 
such  assistance  will  result  in  attempts 
to  locate  the  borrower  (if  his  or  her 
address  is  unknown)  and  in  a  series  of 
letters  being  sent  to  the  borrower  and 
other  sources  in  order  to  persuade  the 
borrower  to  contact  the  lender.  A 
lender  will  be  advLscd  in  writing  of 
these  efforts  and  must  notify  the 
Office  of  Education,  in  a  manner  ap¬ 
proved  by  the  Commi.ssioner,  of  the 
success  or  lack  of  success  of  pre-claim 
assistance  for  a  loan. 

(6)  A  lender  is  encouraged  to  grant 
forbearance,  under  §  177.60,  for  the 
benefit  of  the  borrower  where  unem¬ 
ployment.  health,  or  other  personal 
problems  affect  the  borrower's  ability 
to  make  current  payments. 

(6)  The  lender  must  send  a  final 
demand  letter  to  the  borrower  at  least 
30  days  before  the  lender  files  a  de¬ 
fault  claim.  The  same  rule  applies  as 
to  a  proper  endorser.  The  lender  must 
allow  the  borrower  or  endorser  at  least 
30  days  to  respond  to  the  final  demand 
letter.  Where  the  lender  has  no  infor¬ 
mation  as  to  the  borrower’s  (or  endors¬ 
er’s)  current  address,  a  final  demand 
letter  is  not  required. 

(7)  A  lender  must  maintain  a  pay¬ 
ment  history  for  each  borrower,  show¬ 
ing  the  date  and  amount  of  each  pay¬ 
ment  received  from  or  on  behalf  of  the 
borrower  (or  a  proper  endorser)  over 
the  life  of  his  or  her  loan  or  loans. 
This  payment  history  must  also  indi¬ 
cate  the  amount  of  each  payment 
which  is  attributable  to  principal  and 
interest,  respectively. 

(8)  A  lender  must  also  maintain  a 
collection  history  for  each  borrower, 
shoeing  the  date,  nature,  and  results 
of  each  contact  made  with  the  borrow¬ 
er  (and  any  proper  endorser)  for  col¬ 
lection  of  a  delinquent  loan.  Copies  of 
all  correspondence  addressed,  to  or  re¬ 
ceived  from  the  borrower  and  endorser 
must  be  included. 

(9)  Paragraphs  (d)(1)  through  (6)  of 
this  section  shall  not  apply: 

(i)  after  it  has  been  determined,  or 
while  a  lender  is  seeking  to  have  a  de¬ 
termination  made,  in  accordance  with 
§  177.62,  that  a  borrower  has  died  or 
become  totally  and  permanently  dis¬ 
abled;  or 

(ii)  after  it  has  been  determined,  in 
accordance  with  §  177.62,  that  the  bor¬ 
rower  has  been  adjudicated  a  bank¬ 
rupt;  or 

(iii)  after  it  has  been  determined 
that  any  of  the  conditions  for  filing  a 
default  claim  without  previous  collec¬ 
tion  efforts,  as  set  forth  in  §  177.63  and 
§  177.65(b).  exist. 

(10)  Upon  default  (as  defined  in 
§  177.11  by  a  borrower  and  upon  a  de¬ 
termination  by  the  lender  that  the 
borrower  has  the  ability  to  repay  his 
or  her  loan,  even  though  the  collection 
efforts  required  by  paragraphs  (d)(1) 
through  (4)  and  (d)(6)  of  this  section 
have  been  unsuccessful,  the  lender 


may  bring  suit  against  the  borrower 
(and  against  any  proper  endorser)  to 
recover  the  amount  of  the  unpaid 
principal  and  interest  together  with 
reasonable  attorney’s  fees,  provided 
that  prior  to  bringing  suit  the  lender 
has: 

(i)  Obtained  the  prior  approval  of 
the  Commissioner  (which  may  be 
sought  in  anticipation  that  the  collec¬ 
tion  efforts  required  by  paragraphs 
(d)(1)  through  (4)  and  (d)(6)  of  this 
section  will  be  unsuccessful),  and 

(ii)  Provided  notice  to  the  borrower 
that  this  approval  has  been  obtained, 
that  suit  will  be  brought  unless  the 
borrower  cures  the  default  (or,  if  the 
lender  so  demands,  repays  his  or  her 
loan  in  full),  and  that  the  lender  will 
seek  a  judgement  under  which  the  bor- 
row'er  will  be  legally  liable  for  pay¬ 
ment  of  reasonable  attorney’s  fees  in 
addition  to  the  unpaid  principal  and 
interest.  The  notice  must  be  mailed  to 
the  borrower  by  certified  mail,  return 
receipt  requested.  The  lender  may 
bring  suit  if  the  borrower  does  not 
meet  the  terms  of  the  lender’s  demand 
for  payment  within  10  days  following 
the  date  of  delivery  to  the  borrower 
indicated  on  the  receipt.  Payments  re¬ 
ceived  by  a  lender  in  satisfaction  of  a 
judgment  may  first  be  applied  to  rea¬ 
sonable  attorney’s  fees,  whether  or 
not  the  judgment  makes  provision  for 
them.  The  Commissioner  will  normal¬ 
ly  approve  a  request  of  a  lender  for  au¬ 
thorization  to  bring  suit  under  this 
paragraph  if  he  or  she  is  satisfied  that 
the  borrower  has  the  ability  to  repay 
his  or  her  loan,  and  that  the  collection 
efforts  required  by  paragraphs  (d)(1) 
through  (4)  and  (d)(6)  of  this  section 
have  been,  or  will  be,  made  prior  to 
the  bringing  of  suit. 

(20  U.S.C.  1079,  1080.,  1082,  1083,  1087) 

§  177.60  F'orbearance. 

(a)  Nothing  in  this  subpart  shall  be 
construed  to  preclude  any  forbearance 
for  the  benefit  of  the  student  borrow¬ 
er,  as  to  the  terms  of  repayment  of  a 
loan  insured  under  this  subpart,  which 
may  be  agreed  upon  in  writing  by  the 
borrower  and  lender,  provided  that 
such  forbearance  is  approved  by  the 
Commissioner.  The  Commissioner 
hereby  approves  any  forbearance  for 
the  benefit  of  the  borrower  which  may 
be  agreed  upon  in  writing  by  the  bor¬ 
rower  and  lender  and  which  results  in 
repayment  terms  consistent  with  the 
provisions  of  §  177.58.  If  payments  of 
interest  are  forborne,  they  may  be 
added  to  the  principal  amount  of  the 
loan  obligation  on  the  date  that  repay¬ 
ment  is  expected  to  resume, 

(b)  The  Commissioner  may  also 
enter  into  an  agreement  with  a  lender 
to  permit  the  lender,  without  further 
approval  by  the  Commissioner,  to  ex¬ 
ercise  forbearance  in  accordance  with 
the  following  terms: 

(1)  The  lender  must  reasonably  be¬ 
lieve  that  the  borrower  intends  to,  and 


will,  repay  his  or  her  loan  but  is  cur¬ 
rently  unable  to  make  payments  in  ac¬ 
cordance  with  the  terms  of  the  loan 
note.  The  basis  for  this  belief  must  be 
put  in  writing  and  maintained  in  the 
lender’s  records. 

(2)  The  agreement  between  the  bor¬ 
rower  and  the  lender  must  be  made  on 
a  form  provided  or  approved  by  the 
Commissioner  and  must  bear  the  bor¬ 
rower’s  signature  as  well  as  that  of  an 
authorized  official  of  the  lender. 

(3)  The  borrower  may  be  permitted 
to  defer  either  principal  or  interest 
payments  or  both  or  to  make  pay¬ 
ments  at  a  rate  less  than  that  required 
by  §  177.58(c)  for  a  period  of  not  more 
than  six  months  if  the  holder  of  the 
note  is  a  participating  school,  an  insur¬ 
ance  company,  a  pension  fund,  or  an 
agency  or  instrumentality  of  a  State, 
or  for  a  period  of  not  more  than  one 
year  in  the  case  of  other  holders. 

(4)  If  the  agreement  between  the 
borrower  and  the  lender  provides  for 
deferment  of  all  payments  for  a  period 
of  more  than  two  months,  the  lender 
must  contact  the  borrower  at  regular 
appropriate  intervals  during  the 
period  of  forbearance  in  order  to 
remind  the  borrower  of  his  or  her  out¬ 
standing  obligation  to  repay. 

(5)  The  agreement  between  the 
lender  and  the  Commissioner  may  be 
terminated  by  the  Commissioner  upon 
a  finding  that  the  lender  has  failed  to 
comply  with  the  provisions  of  this  sec¬ 
tion. 

(c)  If  a  lender  having  an  agreement 
with  the  Commissioner  under  para¬ 
graph  (b)  of  this  section  determines 
that  a  borrower  intends  to,  and  will, 
repay  his  or  her  loan  but  is  financially 
unable  to  make  payments,  in  accor¬ 
dance  w’lth  the  terms  of  the  loan  note, 
at  the  conclusion  of  the  period  of  for¬ 
bearance  authorized  in  paragraph 
(b)(3),  the  lender  may  request  approv¬ 
al  from  the  Commissioner  of  an  exten¬ 
sion  of  the  period  of  forbearance.  An 
extention  of  a  period  of  forbearance 
will  not  be  approved  for  a  period  in 
excess  of  six  monihs,  but  subsequent 
extensions  may  be  applied  for  in  the 
same  manner  as  the  first  extension. 

(20  U.S.C.  1080,  1082) 

§  177.61  Transfers  of  insured  loans. 

(a)  A  note  evidencing  a  loan  insured 
under  this  Subpart  may  not  be  trans¬ 
ferred  or  assigned,  including  assign¬ 
ment  as  security,  except  to  another 
eligible  lender  or  the  Student  Loan 
Marketing  Association  and  in  a 
manner  not  prohibited  by  §177.14, 
§  177.58(f).  or  this  section.  (The  words 
“transfer”  and  “assign”  are  used  inter¬ 
changeably  herein.)  A  transferee  or  as¬ 
signee  filing  a  default  or  other  claim 
must  provide  the  same  documentation, 
under  §  177.64,  that  would  be  required 
if  the  original  lender  were  filing  the 
claim. 

(b)  A  loan  note  transferred  or  as¬ 
signed  from  one  lenc^er  to  another 
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must  bear  effective  words  of  assign¬ 
ment  from  the  transferor  to  the  trans- 
ferree.  and  must  be  signed  and  dated 
clearly  by  an  authorized  official  of  the 
transferor,  an  authorized  official  of 
the  transferree  and  any  third  party  in¬ 
volved  in  arranging  the  transfer.  In  ac¬ 
cepting  the  transfer  of  a  loan  note  in¬ 
sured  under  this  Part,  the  new  holder 
of  the  loan  assumes  responsibility  for 
the  consequences  of  any  violations  of 
applicable  statutes,  regulations,  or 
terms  of  the  loan  note  which  may 
have  occurred  prior  to  the  transfer, 
for  example,  failure  of  the  previous 
hoider  to  exercise  due  diligence.  Any 
valid  legal  defense  which  could  have 
been  asserted  by  the  borrower  against 
the  previous  holder  can  be  asserted 
against  the  new  holder. 

(c)  In  the  case  of  any  assignment  of 
a  loan  note  insured  under  this  Sub¬ 
part.  the  assignee  must  ensure  that 
the  Commissioner  is  notified  of  the  as¬ 
signment  if  the  right  to  receive  pay¬ 
ments  has  also  been  assigned.  The  as¬ 
signee  must  also  ensure  that  the  bor¬ 
rower  is  notified  of  the  assignment  of 
any  note  insured  under  this  Subpart  if 
the  assignment  results  in  his  or  her 
being  required  to  make  installment 
payments  or  to  direct  other  matters 
connected  with  the  loan  to  another 
party.  The  notice  to  the  borrower 
shall  contain  a  clear  statement  of  all 
of  the  borrower’s  rights  and  obliga¬ 
tions.  both  as  to  the  assignor  and  the 
assignee,  including  a  statement  regard¬ 
ing  the  consequences  of  any  payments 
made  to  the  assignor,  or  any  prior 
holder  of  the  loan,  subsequent  to  re¬ 
ceipt  of  the  notice  and,  if  applicable, 
the  effect  of  the  assignment  on  any 
authorization  previously  signed  by  the 
borrower  with  respect  to  payment  of 
refunds  due  under  Part  168. 

(d)  The  approval  of  the  Commission¬ 
er  is  required  prior  to  transfer  or  as¬ 
signment  of  a  note  to  any  eligible 
lender  which  has  not  entered  into  an 
agreement  with  the  Commissioner 
under  this  Subpart.  The  Commission¬ 
er  shall  approved  such  a  transfer  or 
assigrnment  only  if  he  or  she  is  .satis¬ 
fied  that  one  or  more  of  the  parties  to 
the  transfer  or  assignment  will  comply 
with  all  of  the  requirements  applicable 
to  lenders  under  this  Part.  Any  ar¬ 
rangement  whereby  a  loan  is  trans¬ 
ferred  to  an  eligible  lender  which 
would  hold  the  loan  in  trust  or  similar 
capacity  must  receive  prior  approval 
of  the  Commissioner.  A  lender  which 
holds  a  loan  as  a  trustee  assumes  re¬ 
sponsibility  for  complying  with  all  ap¬ 
plicable  statutory  and  regulatory  re¬ 
quirements  imposed  on  a  holder  of  a 
loan. 

(e)  The  insurance  coverage  on  a  loan 
note  will  not  be  otherwise  impaired  by 
reason  of  a  transfer  or  a.ssignment  if 
the  transfer  or  assignment  is  made  in 
accordance  with  this  section. 

(f)  Except  as  limited  by  §  177.14,  this 
section  shall  not  preclude  a  transferee 


of  a  loan  note  insured  under  this  Sub¬ 
part  from  obtaining  a  warrantly  from 
the  transferor  of  the  note  covering 
future  reductions  by  the  Comml.ssion- 
er,  in  computing  the  amount  of  insur¬ 
able  loss,  if  any,  on  a  default  claim 
filed  on  the  loan. 

(20  U.S.C.  1079,  1080,  1082) 

9 177.62  Death,  disability,  and  bankruptcy. 

(a)  Death.  If  a  borrower  dies,  his  or 
her  obligation  to  make  any  further 
payments  of  principal  and  interest  on 
a  loan  insured  under  this  Subpart  is 
canceiled.  The  holder  of  the  loan  may 
not  attempt  to  collect  on  the  loan 
from  an  endorser  or  the  borrower's 
estate.  The  holder  may  make  a  deter¬ 
mination  that  a  borrower  has  died  on 
the  basis  of  a  death  certificate  or  such 
other  official  proof  as  prima  facie  evi¬ 
dence  under  applicable  State  law.  If  a 
death  certificate  or  such  other  official 
proof  is  not  available,  the  borrower’s 
obligation  on  the  ioan  may  be  can- 
celied  on  account  of  death  only  upon  a 
determination  by  the  Commissioner 
on  the  basis  of  such  other  evidence  of 
death  as  the  Commissioner  may  find 
conclusive.  The  holder  shall  return 
any  payments  received  from  the  estate 
of  the  borrower  or  paid  on  behalf  of 
the  borrower  after  the  date  of  death. 

(b)  Disability.  If  a  borrower  becomes 
totally  and  permanently  disabled,  as 
defined  in  §177.11,  his  or  her  obliga¬ 
tion  to  make  any  further  payments  of 
principal  and  interest  on  a  loan  in¬ 
sured  under  this  Subpart  is  cancelled. 
The  holder  of  the  loan  should  not  at¬ 
tempt  to  collect  on  the  loan  from  the 
borrower  or  an  endorser  if  there  is 
reason  to  believe  that  a  borrower  has 
become  totally  and  permanently  dis¬ 
abled.  The  Commi.ssioner  shall  deter¬ 
mine  whether  a  borrower  has  become 
totally  and  permanently  disabled  on 
the  basis  of  current  medical  evidence 
(i.e.,  no  older  than  four  months  prior 
to  the  date  of  submission  of  the  re¬ 
quest  for  cancellation)  supplied  by  the 
lender  (obtained  from  the  borrower  or 
his  or  her  representative)  on  forms 
provided  or  approved  by  the  Commis¬ 
sioner.  Any  payments  received  by  the 
holder  of  the  loan  after  the  holder  has 
reason  to  believe  that  the  borrower  is 
totally  and  permanently  disabled,  but 
before  the  Commissioner  had  made  a 
determination,  rnu.st  be  retained  by 
the  holder  and  later  returned  to  the 
borrower  if  the  Commissioner  deter¬ 
mines  that  the  borrower  is  totally  and 
permanently  disabled.  Any  payments 
received  by  the  hoider  from  the  bor¬ 
rower  or  on  behalf  of  the  borrower 
after  the  Commissioner’s  determina¬ 
tion  that  the  borrower  is  totally  and 
permanently  disabled  must  also  be  re¬ 
turned. 

(c)  Bankruptcy.  If  a  borrower  of  a 
loan  has  been  adjudicated  a  bankrupt, 
the  Commissioner  will  assume  the  bor¬ 
rower’s  liability  for  unpaid  principal 


and  Interest.  Once  a  holder  determines 
that  a  borrower  has  been  adjudicated 
a  bankrupt,  the  holder  may  not  at¬ 
tempt  to  collect  on  the  loan  from  the 
borrower  and  must  file  a  bankruptcy 
claim  with  the  Commissioner  in  accor¬ 
dance  with  §177.64.  The  holder  may 
make  a  determination  that  a  borrower 
has  been  adjudicated  a  bankrupt  upon 
receipt  of  notice  of  the  first  meeting 
of  creditors  from  the  bankruptcy 
court.  In  the  event  that  the  loan  obli¬ 
gation  of  a  borrower  who  has  been  ad¬ 
judicated  a  bankrupt  is  not  discharged 
in  bankruptcy,  the  claim  shall  be  con¬ 
sidered  to  be  a  default  claim. 

(20  U.S.C.  1082,  1087) 

§  177.63  Cessation  of  lender  collection  ac¬ 
tivity  in  certain  ca-ses. 

(a)  If  a  lender  holding  a  loan  insured 
under  this  Subpart  determines  that 
any  of  the  foilowing  conditions  exist 
with  respect  to  the  loan,  the  lender 
must  cease,  or  refrain  from,  collection 
activity  on  the  ioan.  and  must  file  a 
default  claim  with  the  Commissioner, 
in  accordance  with  §  177.64,  within  60 
days  of  making  the  determination 
(whether  or  not  the  loan  has  entered 
the  repayment  period  and  whether  or 
not  the  borrower  is  eligible  for  defer¬ 
ment  of  repayment  of  principal  under 
§  177.58(g)): 

(1)  The  school  in  which  the  student 
borrower  enrolled  for  the  academic 
period  covered  by  the  loan  has  termi¬ 
nated  its  teaching  activities  with  re¬ 
spect  to  that  borrower  during  that 
period: 

(2)  The  Commi.ssioner  (i)  has  insti¬ 
tuted  an  action  under  Part  168  for  the 
limitation,  suspension,  or  termination 
of  the  eligibility  of  the  school  in  which 
the  borrower  was  enrolled  for  the 
period  covered  by  the  loan,  or  has  in¬ 
stituted  an  action  under  Subpart  H  of 
this  Part  for  the  limitation,  suspen¬ 
sion  or  termination  of  the  eligibility  of 
any  lender  which  has  held  the  loan, 
and  (ii)  has  directed  that  a  default 
claim  be  filed  on  the  loan:  or 

(3)  The  borrower,  or  a  State  or  local 
government  agency  acting  on  his  or 
her  behalf,  has  filed,  in  a  court  of 
competent  jurusdiction,  an  action 
against  a  school  or  lender,  or  a  Federal 
agency  other  than  the  Office  of  Edu¬ 
cation  has  instituted  an  administrative 
proceeding  against  a  school  or  a 
lender,  alleging  facts  regarding  the 
provision  of  educahonal  services  or 
making  of  the  loan  which  if  proven, 
would  in  the  judgment  of  the  holder 
of  the  loan  entitle  the  borrower  to 
refuse  to  repay  all  or  a  portion  of  the 
ioan,  or  to  obtain  a  judgment  for  re¬ 
covery  of  payments  already  made  on 
the  loan. 

(b)  If  the  Commi.ssioner  finds  that  a 
determination  made  by  a  lender  under 
paragraph  (a)  of  tliis  section  is  correct, 
the  Commissioner  shall  pay  the  de¬ 
fault  claim  filed  on  the  loan  in  the 
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amouht  otherwise  provided  for  under 
applicable  law  and  regulations.  If  the 
Commissioner  finds  that  the  lender’s 
determination  is  not  correct,  he  or  she 
shall  refuse  payment  on  the  claim,  and 
the  lender’s  respKjnsiblities  for  collec¬ 
tion  activity  on  the  loan  shall  be  the 
same  as  if  it  had  not  made  a  determi¬ 
nation  under  paragraph  (a)  of  this  sec¬ 
tion. 

(c)  A  lender  shall  not,  as  a  result  of  a 
default  claim  filed  with  the  Commis¬ 
sioner  under  paragraph  (a)  of  this  sec¬ 
tion,  make  a  report  to  any  credit 
bureau  or  other  third  party  concern¬ 
ing  the  borrower’s  failure  to  repay  his 
or  her  loan. 

(20  UJS.C.  1080,  1082) 

§  177.64  Procedures  for  filing  and  pay¬ 
ment  of  claims. 

(a)  Filing  of  claim  application.  A 
claim  for  reimbursement  for  loss  on  an 
insured  loan  must  be  filed  on  a  form 
provided  by  the  Commissioner.  The 
claim  may  be  filed  at  such  time  as  the 
holder  (1)  determines  that  the  loan  is 
in  default,  as  defined  in  §  177.11(2)  de¬ 
termines  that  any  of  the  conditions 
for  filing  a  default  claim  without  col¬ 
lection  efforts,  as  set  forth  in  §  177.63 
and  §  177.65(b),  exist,  (3)  determines, 
under  §  177.62,  that  the  borrower  has 
died,  (4)  is  notified  that  the  Commis¬ 
sioner  has  determined  the  borrower  to 
be  totally  and  permanently  disabled, 
or  (5)  determines  that  the  borrower 
has  been  adjudicated  a  bankrupt.  The 
claim  must  be  accompanied  by  such 
documentation  as  is  required  by  this 
Part  or  which  the  Commissioner  may 
otherwise  require,  including  but  not 
limited  to  the  loan  note,  the  loan  ap¬ 
plication,  a  chronology  of  loan  dis¬ 
bursements,  payment  and  collection 
histories  required  under  §  177.59(d)  (7) 
and  (8),  the  original  or  copies  of  all 
relevant  correspondence  pertaining  to 
the  amount  owed  by  the  borrow'er 
(whether  initiated  or  received  by  the 
original  lender,  an  independent  servic¬ 
ing  agency,  or  any  subsequent  holder) 
and,  in  the  case  of  a  loan  in-default,  an 
affidavit,  on  a  form  to  be  supplied  by 
the  Commissioner,  to  the  effect  that 
to  the  best  of  the  holder’s  knowledge 
and  belief,  the  borrower  is  not  entitled 
to  deferment  of  the  repayment  of  the 
principal  of  the  loan  as  provided  for  in 
§  177.58(g).  Failure  to  provide  this  doc¬ 
umentation  may  result  in  the  claim 
not  being  honored  by  the  Commission¬ 
er.  In  cases  of  loss  due  to  cancellation 
for  death  or  total  and  permanent  dis¬ 
ability,  the  claim  must  also  be  accom¬ 
panied  by  the  d(X)uments  forming  the 
basis  for  the  determination.  In  cases 
of  bankruptcy,  the  claim  must  be  ac¬ 
companied  by  copies  of  a  proof  of 
claim  filed  by  the  holder  with  the 
bankruptcy  referee  and  any  other  per¬ 
tinent  correspondence  directed  to  or 
recieved  from  the  referee  in  bankrupt¬ 
cy  by  the  holder  or  a  previous  holder. 


and  by  a  statement  as  to  any  objec¬ 
tions  to  the  discharge  in  bankruptcy 
of  which  the  holder  may  be  aware.  If, 
after  the  holder  has  filed  a  default 
claim  which  has  been  paid  or  is  pend¬ 
ing,  the  holder  determines  that  the 
borrower  has  been  adjudicated  a  bank¬ 
rupt,  it  shall  not  file  a  proof  of  claim 
with  the  bankruptcy  referee  but  shall 
promptly  forward  the  notice  of  the 
first  meeting  of  creditors  to  the  Office 
of  Education. 

(b)  Assignment  of  notes.  Payment  of 
a  claim  shall  be  contingent  upon  re¬ 
ceipt  of  an  assignment  to  the  United 
States  of  America  of  all  right,  title  and 
interest  of  the  holder  in  the  note  as  to 
which  the  claim  is  filed  (and,  in  a  case 
of  bankruptcy,  of  a  copy  of  an  assign¬ 
ment  of  the  proof  of  claim  to  the 
United  States,  filed  with  the  bank¬ 
ruptcy  referee).  The  lender  shall  war¬ 
rant  that  the  note  qualifies  for  insur¬ 
ance  under  this  Subpart  and  shall 
agree  to  repay  to  the  Conunissioner 
any  overpayments  of  interest  or  spe¬ 
cial  allowance  which  the  Commission¬ 
er  may  have  made  on  account  of  the 
loan. 

(c)  Timely  filing  of  default,  bank¬ 
ruptcy,  death,  and  total  and  perma¬ 
nent  disability  claims.  Unless  the 
lender  has  filed  suit  against  a  borrow¬ 
er  under  }  177.59(d)(10),  the  lender 
must  file  a  claim  with  the  Commis¬ 
sioner  within  90  days  after  a  loan  has 
been  determined  to  be  in  default  (as 
defined  in  §  177.11)  or  the  lender  has 
determined  that  any  of  the  conditions 
for  filing  a  default  claim  without  col¬ 
lection  efforts  as  set  forth  in  §  177.63 
or  §  177.65(b)  exist,  within  30  days 
after  the  receipt  by  the  lender  of  the 
notice  of  the  first  meeting  of  creditors 
from  the  bankruptcy  referee,  or 
within  60  days  after  the  lender  deter¬ 
mines  that  the  borrower  is  dead  or 
after  the  lender  is  notified  that  the 
Commissioner  has  determined  the  bor¬ 
rower  to  be  totally  and  permanently 
disabled.  The  Commissioner  may  de¬ 
termine  claims  filed  after  these  peri¬ 
ods  to  be  ineligible  for  payment. 

(d)  Payment  of  insured  interest  on 
defaulted  loans.  Where  it  is  deter¬ 
mined,  under  §177.65,  that  a  loan  in 
default  is  eligible  for  the  insurance  of 
unpaid  interest,  the  payment  on  the 
claim  shall  cover  unpaid  interest  that 
accrues: 

(1)  Before  the  beginning  of  the  re¬ 
payment  period  in  the  case  of  a  loan 
that  does  not  qualify  for  Federal  inter¬ 
est  benefits,  whether  or  not  the  ac¬ 
crued  interest  was  added  to  the  princi¬ 
pal  amount  of  the  loan  by  the  date 
upon  which  repayment  of  the  first  in¬ 
stallment  of  principal  fell  due, 

(2)  Through  the  date  of  default, 

(3)  During  the  period  permitted 
under  paragraph  (c)  of  this  section  for 
filing  the  claim, 

(4)  During  a  period  not  to  exceed  30 
days  following  the  return  of  the  de¬ 


fault  claim  to  the  lender  by  the  Com¬ 
missioner  for  additional  d(x;umenta- 
tion  necessary  for  the  claim  to  be  ap¬ 
proved  by  the  Commissioner,  and 

(5)  During  the  period  required  by 
the  Commissioner  to  approve  the 
claim  and  to  authorize  payment. 

(e)  Payment  of  insured  interest  on 
bankruptcy  claims.  Where  a  borrower 
is  adjudicated  a  bankrupt,  the  pay¬ 
ment  on  the  claim  shall  cover  unpaid 
interest  that  accrues: 

(1)  Before  the  beginning  of  the  re¬ 
payment  period  in  the  case  of  a  loan 
that  does  not  qualify  for  Federal  Inter¬ 
est  benefits,  whether  or  not  the  ac¬ 
crued  interest  was  added  to  the  princi¬ 
pal  amount  of  the  loan  by  the  date 
upon  which  repayment  of  the  first  in¬ 
stallment  of  principal  fell  due, 

(2)  During  any  subsequent  period 
before  the  receipt  by  the  lender  of  the 
notice  of  the  first  meeting  of  creditors 
from  the  bankruptcy  referee, 

(3)  During  the  period  permitted 
under  paragraph  (c)  of  this  section  for 
filing  the  claim. 

(4)  During  a  period  not  to  exceed  30 
days  following  the  return  of  the  bank¬ 
ruptcy  claim  to  the  lender  by  the 
Commissioner  for  additional  documen¬ 
tation  necessary  for  the  claim  to  be 
approved  by  the  Commissioner,  and 

(5)  During  the  period  required  by 
the  Commissioner  to  approve  the 
claim  and  to  authorize  payment. 

(f)  Payment  of  insured  interest  on 
death  claims.  In  cases  in  which  it  is  de¬ 
termined,  under  §  177.65,  that  a  loan  Is 
eligible  for  the  insurance  of  unpaid  in¬ 
terest  on  a  death  claim,  the  payment 
shall  cover  unpaid  interest  that  ac¬ 
crues: 

(1)  Before  the  beginning  of  the  re¬ 
payment  period  in  the  case  of  a  loan 
that  does  not  qualify  for  Federal  inter¬ 
est  benefits,  whether  or  not  the  ac¬ 
crued  interest  was  added  to  the  princi¬ 
pal  amount  of  the  loan  by  the  date 
upon  which  repayment  of  the  first  in¬ 
stallment  of  principal  fell  due, 

(2)  During  any  subsequent  period 
before  the  lender  determines  that  the 
borrower  is  dead, 

(3)  During  the  period  permitted 
under  paragraph  (c)  for  filing  the 
claim. 

(4)  During  a  period  not  to  exceed  30 
days  following  the  return  of  the  death 
claim  to  the  lender  by  the  Commis¬ 
sioner  for  additional  documentation 
necessary  for  the  claim  to  be  approved 
by  the  Commissioner,  and 

(5)  During  the  period  required  by 
the  Commissioner  to  approve  the 
claim  and  to  authorize  payment. 

(g)  Payment  of  insured  interest  on 
total  and  permanent  disability  claims. 
Where  it  is  determined,  under  §  177.65, 
that  a  loan  is  eligible  for  the  insurance 
of  unpaid  interest  on  a  total  and  per¬ 
manent  disability  claim,  the  payment 
shall  cover  unpaid  interest  that  ac¬ 
crues: 
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(1)  Before  the  beerinning  of  the  re¬ 
payment  period  in  the  case  of  a  loan 
that  does  not  qualify  for  Federal  inter¬ 
est  benefits,  whether  or  not  the  ac¬ 
crued  interest  was  added  to  the  princi¬ 
pal  amount  of  the  loan  on  the  date 
upon  which  the  repayment  of  the  first 
installment  of  principal  fell  due; 

(2)  During  any  subsequent  period 
prior  to  the  filing  by  the  lender  with 
the  Commissioner  of  medical  evidence 
as  to  the  borrower’s  total  and  perma¬ 
nent  disability,  under  §  177.62(b),  re¬ 
questing  a  determination  of  total  and 
permanent  disability; 

(3)  During  the  period  required  for 
the  Commissioner  to  review  the  sub¬ 
mission  to  determine  whether  the  bor¬ 
rower  is  totally  and  permanently  dis¬ 
abled; 

(4)  During  the  period  permitted 
under  paragraph  (c)  of  this  section  for 
filing  the  claim; 

(5)  During  a  period  not  to  exceed  30 
days  following  the  return  of  the  total 
and  permanent  disability  claim  to  the 
lender  by  the  Commissioner  for  addi¬ 
tional  documentation  necessary  for 
the  claim  to  be  approved  by  the  Com¬ 
missioner,  and 

(6)  During  the  period  required  by 
the  Commissioner  to  approve  the 
claim  and  to  authorize  payment. 

(20  U.S.C.  1080,  1082,  1087.) 

§  177.65  Determination  of  amount  of  loss 
on  claims. 

Unless  a  borrower  has  been  adjudi¬ 
cated  a  bankrupt,  the  amount  of  loss 
to  be  paid  on  claims  filed  in  accor¬ 
dance  with  §  177.64,  for  loans  for 
which  the  application  for  insurance 
commitment  was  received  by  the  U.S. 
Office  of  Education  prior  to  July  1, 
1972,  or  between  August  19,  1972,  and 
February  28,  1973,  (or,  with  respect  to 
claims  based  on  the  borrower’s  death 
or  total  and  permanent  disability,  for 
loans  made  prior  to  December  15, 
1968),  shall  be  equal  to  the  unpaid  bal¬ 
ance  of  the  principal  amount  of  the 
loan  other  than  any  interest  or  other 
charges  which  may  have  been  added 
to,  and  become  part  of,  the  principal 
amount  of  the  loan.  For  loans  for 
which  the  borrower  has  been  adjudi¬ 
cated  a  bankrupt,  or  for  which  appli¬ 
cations  were  received  between  July  1 
and  August  18,  1972,  or  after  February 
28,  1973  (and,  with  respect  to  claims 
based  on  the  borrower’s  death  or  total 
and  permanent  disability,  for  loans 
made  on  or  after  December  15,  1968), 
the  amount  of  the  loss  to  be  paid  on 
claims  filed  in  accordance  with  §  177.64 
shall  be  equal  to  the  unpaid  balance  of 
the  principal  and  interest.  In  deter¬ 
mining  what  amount  of  that  balance  is 
unpaid,  the  Commissioner  shall  con¬ 
sider  legal  delects  affecting  the  initial 
validity  or  insurability  of  the  loan 
which  arise  under  Title  IV,  Part  B  of 
the  Higher  Education  Act  of  1965  (20 
U.S.C.  1071  to  1087-4),  the  regulations 


set  forth  in  this  Part,  or  other  applica¬ 
ble  State  or  Federal  law.  Subject  to 
the  provisions  of  §  177.53(b),  the  Com¬ 
missioner  shall  deduct  from  the  claim 
any  amounts  included  therein  which 
are  attributable  to  legal  defects  deriv¬ 
ing  from  fraud,  forgery  or  intentional 
misrepresentations  on  the  part  of  the 
borrower,  the  educational  institution 
or  the  lender  or  deriving  from  non- 
compliance  with  the  statutory  condi¬ 
tions  and  elements  set  forth  in  sec¬ 
tions  425  and  427  of  the  Higher  Educa¬ 
tion  Act  of  1965  (20  U.S.C.  1075,  1077). 
In  determining  whether  deductions 
should  be  made  because  of  other  de¬ 
fects,  the  Commissioner  shall  consider 
whether  there  is  any  evidence  of  an  in¬ 
tention  to  mislead  or  defraud  and 
whether  the  lender,  in  making  the 
loan,  failed  to  exercise  care  and  deli- 
gence  commensurate  with  prudent 
business  practices.  In  addition,  the 
Commissioner  will  determine  the 
amount  of  the  unpaid  balance  in  ac¬ 
cordance  with  the  following  rules; 

(a)  Loans  made  by  lenders  which  are 
not  schools.  If  the  loan  for  which  a 
claim  has  been  filed  was  originally 
made  by  a  lender  which  was  not  an  in- 
sti^tion  of  higher  education  or  a  vo¬ 
cational  school,  the  unpaid  balance 
shall  be  the  amount  of  the  loan,  minus 
any  payments  which  have  been  prop¬ 
erly  made  to  the  holder  of  the  loan  by 
the  borrower  or  on  the  borrower’s 
behalf.  However,  if  the  borrower  au¬ 
thorized  the  school  to  pay  directly  to 
the  lender  any  refund  from  that 
school  to  which  the  borrower  becomes 
entitled,  the  lender  must  make  a  dili¬ 
gent  effort  to  collect  that  refund  prior 
to  filing  the  claim;  if  the  lender  fails 
to  make  such  efforts  or  is  responsible 
for  such  amount  under  State  law  or 
Federal  law,  the  Commissioner  will 
deduct  from  the  claim  any  amount  in¬ 
cluded  therein  which  is  attributable  to 
the  refund.  If  the  claim  has  been  filed 
by  a  lender  which  did  not  make  the 
loan,  but  has  obtained  it  by  transfer  or 
assigmment.  the  transferee  or  assignee 
shall  not  be  entitled  to  any  payment 
under  this  section  gi  eater  than  that  to 
which  the  transferor  or  assignor  would 
be  entitled  under  this  section.  In  par¬ 
ticular,  the  Commissioner  shall  deduct 
from  the  claim  any  amounts  included 
therein  which  are  attributable  to  pay¬ 
ments  made  by  the  borrower  to  a  prior 
holder  of  the  loan  prior  to,  or  in  the 
absence  of,  proper  notice  of  the  trans¬ 
fer  or  assignment  to  the  borrower.  If 
the  loan  for  which  a  claim  has  been 
filed  was  made  by  a  lender  which  is 
not  an  educational  institution,  but  for 
which  the  conditions  set  forth  in  para¬ 
graph  (c)  of  this  section  exist,  the 
Commissioner  will  determine  the 
amount  of  the  loss  on  that  claim  in  ac¬ 
cordance  with  the  rules  set  forth  in 
paragraph  (b)(1)  of  this  section. 

(b)  Loans  made  by  school  lenders.  (1) 
If  the  loan  for  which  a  claim  has  been 


filed  was  originally  made  by  an  eligible 
institution  of  higher  education  or  vo¬ 
cational  school,  and  the  claim  has 
been  filed  by  that  lender,  the  Commis¬ 
sioner  shall  deduct  from  the  claim  any 
amounts  included  therein  which  are 
attributable  to  either  (Da  refund  (in 
the  amount  calculated  under  Part  168) 
which  the  institution  is  obligated  to 
make  under  Part  168,  but  has  not 
made;  or  (ii)  any  portion  of  the  pro¬ 
gram  of  study  which  the  student  was 
unable  to  complete  due  to  the  school’s 
termination  of  its  teaching  activities 
during  the  period  of  time  for  which 
the  student  obtained  a  loan  under  this 
Part.  If  the  situation  described  in 
paragraph  (b)(l)(ii)  of  this  section 
arises,  the  lender  shall  not  make  any 
effort  to  collect  on  the  loan  from  the 
student,  shall  not  hold  the  loan  during 
the  9  to  12  month  grace  period  pro¬ 
vided  for  in  §  177.58(a),  and  shall 
promptly  file  a  claim  in  accordance 
with  §  177.64.  The  Commissioner  shall 
reimburse  the  lender  in  an  amount 
which  bears  the  same  ratio  to  the  total 
amount  of  the  loan  as  the  amount  of 
the  educational  .services  which  the  stu¬ 
dent  received  before  the  school  termi¬ 
nated  its  teaching  activities  bears  to 
the  total  services  which  he  or  she 
would  have  received,  during  the  period 
for  which  the  loan  was  obtained,  had 
the  school  not  terminated  its  teaching 
activities.  The  Commissioner  will  then 
determine  whether  the  student  is  obli¬ 
gated  to  make  any  repayments  on  the 
loan  and,  if  so,  in  what  amount. 

(2)  If  the  loan  for  which  a  claim  has 
been  filed  was  originally  made  by  a 
participating  institution  of  higher  edu¬ 
cation  or  vocational  school,  but  the 
claim  ha.s  been  filed  by  another  lender 
which  obtained  \i\e  note  by  transfer  or 
assignment,  the  Commissioner  shall 
deduct  from  the  claim  any  amounts  in¬ 
cluded  therein  which  are  attributable 
to  (i)  a  refund  in  the  amount  calculat¬ 
ed  under  Part  168  which  the  school 
became  obligated  to  make,  prior  to  the 
transfer  or  assignment,  but  has  not 
made;  or  (ii)  any  payments  made  to 
the  school  (or  any  other  prior  holder 
of  the  loan)  which  the  lender  filing 
the  claim  authorized  to  be  made  or 
knowingly  permitted  to  be  made,  or 
which  were  made  prior  to  or  in  the  ab¬ 
sence  of  a  proper  notice  of  the  trans¬ 
fer  or  a.ssignment  having  been  sent  to 
the  student:  or  (iii)  any  portion  of  the 
program  of  study  which  the  student 
was  unable  to  complete  due  to  the 
school’s  termination  of  its  teaching  ac¬ 
tivities  during  the  period  of  time  for 
which  the  student  obtained  a  loan 
under  this  Part.  The  Commissioner 
will  not  deduct  from  the  claim  an 
amount  which  would  be  attributable 
to  a  refund  which  the  .school  became 
obligated  to  make  after  the  date  of  the 
transfer  or  assigmment,  but  has  not 
made,  if  the  student  does  not  have  a 
defense  on  the  loan  on  the  ba.sis  of  his 
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or  her  entitlement  to  a  refund  under 
State  or  Federal  law  and  if  the  lender, 
prior  to  filing  the  claim,  has  made  a 
diligent  effort  to  collect  that  refund 
from  the  school.  If  the  lender  fails  to 
make  that  effort  or  if  the  student  has 
a  defense  on  the  loan  on  the  basis  of 
his  or  her  entitlement  to  a  refund 
under  State  or  Federal  law,  the  Com¬ 
missioner  will  deduct  from  the  claim 
any  amount  included  therein  w  hich  is 
attributable  to  a  refund  which  the 
school  is  obligated  to  make.  If  a  lender 
holding  a  loan  that  was  made  by  an 
educational  institution  has  knowledge 
that  the  school  has  terminated  its 
teaching  activities  during  the  period  of 
time  for  which  the  student  obtained  a 
loan  under  this  Part,  the  lender  shall 
not  make  any  effort  to  collect  on  the 
loan  from  the  student,  shall  not  hold 
the  loan  during  the  9  to  12  month 
grace  period  provided  for  in 
§  177.58(a),  and  shall  promptly  file  a 
claim  in  accordance  with  §  177.64.  The 
lender  will  be  reimbursed  an  amount 
which  bears  the  same  ratio  to  the  total 
amount  of  the  loan  as  the  amount  of 
the  educational  services  which  the  stu¬ 
dent  received  before  the  school  termi¬ 
nated  its  teaching  activities  bears  to 
the  total  services  which  he  or  she 
w'ould  have  received,  during  the  period 
for  which  the  loan  was  obtained,  had 
the  school  not  terminated  its  teaching 
activities.  The  Commissioner  will  then 
determine  whether  the  student  is  obli¬ 
gated  to  make  any  repayments  on  the 
loan  and,  if  so,  in  what  amount. 

(c)  Loans  originated  by  schools.  For 
purposes  of  this  section,  a  loan  which 
has  been  originated  (as  defined  in 
§177.11)  by  an  educational  institution 
shall  be  treated,  in  accordancewlth 
paragraph  (b)(1),  as  if  it  were  a  loan 
made  and  still  held  by  an  educational 
institution. 

(d)  Effect  of  violations  of  require¬ 
ments  in  this  part  on  disposition  of  de¬ 
fault  claims.  The  Commissioner  may 
deny  payment  of  a  default  claim  on  a 
loan  made  under  this  Subpart  if  any 
of  the  requirements  of  this  Part  have 
been  violated  with  respect  to  that 
loan.  Violations  of  some  of  these  re¬ 
quirements  may  be  cured  by  the 
holder,  in  a  manner  specified  by  the 
Commissioner,  as  a  condition  for  pay¬ 
ment  of  a  default  claim.  Some  of  the 
violations  may  be  excused  by  the  Com¬ 
missioner  if  (i)  the  holder  submitting 
the  default  claim  satisfies  the  Com¬ 
missioner  that  the  violation  did  not 
contribute  to  the  default  or  (ii)  the 
violation  was  committed  by  a  prior 
holder  of  the  loan  and  the  holder  sub¬ 
mitting  the  default  claim  satisfies  the 
Commissioner  that  the  transaction 
whereby  it  received  the  loan  was  an 
arm’s-length  transaction,  and  that  it 
otherwise  had  no  knowledge  of  the 
violation  at  the  time  of  the  transfer 
and  could  not  have  become  aware  of  it 
through  examination  of  the  loan  docu¬ 


ments.  All  violations  of  the  require¬ 
ments  of  this  Part,  regardless  of 
whether  they  lead  to  denial  of  default 
claims,  could  form  a  basis  for  the  limi¬ 
tation,  suspension,  or  termination  of 
the  eligibility  of  a  lender  under  this 
Subpart,  in  accordance  with  the  proce¬ 
dures  set  forth  in  Subpart  H  of  this 
Part. 

(20  UJ5.C.  1080,  1082.) 

§  177.66  Records,  reports,  and  inspections 
requirements  for  the  Federal  Insured 
Student  Loan  Program. 

(a)  Records.  Lenders  (including  sub¬ 
sequent  holders)  of  federally  insured 
loans  must  keep  records  as  specifically 
required  by  this  Part  and  as  may  be 
necessary  to  make  the  reports  re¬ 
quired  under  this  Subpart,  including 
but  not  limited  to  the  reports  de¬ 
scribed  in  paragraph  (b)  of  this  section 
and  elsewhere  in  Subpart  F.  In  addi¬ 
tion,  they  must  keep  complete  and  ac¬ 
curate  records  of  each  loan  account, 
reflecting  each  transaction  so  as  to 
afford  ready  identification  of  the  bor¬ 
rower’s  account  and  status  and  con¬ 
taining  full  and  proper  documentation 
to  support  a  claim  for  loss  in  accor¬ 
dance  with  §  177.64(a).  A  lender  (or 
subsequent  holder)  must  retain  re¬ 
cords  for  a  loan  for  not  less  than  5 
years  from  the  date  the  loan  has  been 
repaid  in  full  by  the  borrower  or  the 
lender  has  been  reimbursed  for  a  loss 
on  the  loan  by  the  Commissioner.  The 
Commissioner  may,  in  particular  cases, 
require  the  retention  of  records 
beyond  this  minimum  period.  Records 
may  be  stored  in  microform  or  com¬ 
puter  format.  However,  the  holder  of  a 
promissory  note  must  retain  the 
actual  note  until  returned  to  the  bor¬ 
rower  upon  complete  repayment,  after 
which  it  must  retain  a  copy  of  the 
note  for  the  prescribed  period. 

(b)  Reports.  Lenders  (including  sub¬ 
sequent  holders)  of  federally  insured 
loans  must  submit  reports  to  the  Com¬ 
missioner  at  such  times  and  in  such 
maimer  as  the  Commissioner  shall 
prescribe,  including  periodic  reports 
on; 

(1)  The  collection  and  payment  of 
loan  insurance  premiums; 

(2)  Loans  insured,  loans  repaid  in 
full,  loans  defaulted  or  for  which 
other  claims  for  loss  have  been  sub¬ 
mitted  to  the  Commissioner,  and  total 
loans  converted  from  in-school  to  re¬ 
payment  or  deferment  status.  If  a 
lender  holds  loans  which  were  origi¬ 
nally  made  by  another  lender  and 
were  acquired  by  transfer  or  assign¬ 
ment.  default  data  on  these  loans 
must  be  reported  separately  and  cate¬ 
gorized  by  type  of  original  lender.  For 
this  purpose,  the  following  four  cate¬ 
gories  of  lenders  apply:  (i)  school  lend¬ 
ers,  (ii)  States  or  private,  nonprofit 
lenders  designated  by  States,  (iii) 
banks,  savings  and  loan  associations, 
and  credit  unions,  and  (iv)  all  other 
types  of  institutions  or  agencies; 


(3)  Interest  and  special  allowance 
payments  due  from  the  Commissioner 
and 

(4)  The  other  subjects  of  the  reports 
referred  to  in  §  177.59(c)(3). 

(c)  Inspections.  A  lender  (including  a 
subsequent  holder)  of  federally  in¬ 
sured  loans  must  afford  the  Commis¬ 
sioner  (or  other  agencies  of  the  Gov¬ 
ernment  designated  by  the  Commis¬ 
sioner)  access  to  its  records  upon  re¬ 
quest  in  order  to  assure  the  correct¬ 
ness  of  the  reports  described  in  para¬ 
graph  (b)  of  this  section  and  elsewhere 
in  Subpart  F. 

(20  U.S.C.  1077,  1078,  1079,  1080,  and  1082) 

§  177.67  Collection  effortH  by  the  CommiH- 
sioner  after  payment  of  claims. 

After  the  Commissioner  has  paid  a 
default  claim  on  a  loan  insured  under 
this  Subpart,  the  Commissioner  shall 
attempt  to  obtain  repayment  on  the 
loan  from  the  borrower  (and  any 
proper  endorser)  in  accordance  with 
the  following  standards; 

(a)  If  the  Commissioner  determines 
that  the  borrower  (or  endorser)  has  a 
defense  on  the  loan  applicable  law  or 
regulation,  the  Commissioner  shall  re¬ 
frain  from  collection  to  the  extent  of 
the  defense. 

(b)  If  the  Commissioner  determines 
that  the  borrower  is  entitled  under 
Part  168  to  a  refund  from  the  school 
in  which  the  borrower  enrolled  for  the 
academic  period  intended  to  be  cov¬ 
ered  by  the  loan,  but  that  the  refund 
has  not  been  made,  the  Commissioner 
shall  forgive  the  borrower’s  indebted¬ 
ness  to  the  extent  of  the  unmade 
refund  in  the  amount  calculated  under 
Part  168  Provided,  That  (1)  (if  the 
borrower  has  not  previously  assigned 
his  or  her  right  to  the  refund  to  a 
lender)  the  borrower  assigns  his  or  her 
right  to  receive  the  refund  from  the 
school  to  the  Commissioner  in  a 
manner  approved  by  the  Commission¬ 
er  and  (2)  the  borrower  agrees  in  writ¬ 
ing  to  pay  to  the  Commissioner  the  re¬ 
maining  portion  of  his  or  her  indebt¬ 
edness  on  the  loan,  if  any. 

(c)  If  the  Commissioner  determines 
that  the  school  in  which  the  student 
borrower  enrolled  for  the  academic 
period  intended  to  be  covered  by  the 
loan  terminated  its  teaching  activities 
with  respect  to  that  borrower  during 
that  period,  the  Commissioner  shall 
forgive  the  borrower’s  indebtedne.ss  to 
the  extent  that,  under  applicable  law, 
the  borrower  would  have  had  a  de¬ 
fense  on  the  loan  if  the  loan  (1)  had 
been  made  by  the  school,  (2)  was  part 
of  the  same  transaction  as  the  stu¬ 
dent’s  enrollment  at  the  school,  and 
(3)  was  in  consideration  for  the  educa¬ 
tional  services  that  w'ere  to  be  pro¬ 
vided  by  the  school.  As  conditions  to 
this  forgiveness  the  borrower  must  (1) 
assign  his  or  her  rights  to  receive  any 
refund  due  him  or  her  under  Part  168 
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from  the  school,  if  any,  to  the  Com¬ 
missioner  in  a  manner  approved  by 
the  Commissioner  (unless  the  borrow¬ 
er  has  previously  assigned  his  or  her 
lights  to  the  refund  to  a  lender)  and 
(ii)  agree  in  writing  to  pay  to  the  Com¬ 
missioner  the  remaining  portion  of  his 
or  her  indebtedness  on  the  loan,  if 
any. 

(d)  If  the  Commissioner  determines 
that  the  borrower,  or  a  State  or  local 
government  agency  acting  on  his  or 
her  behalf,  has  filed,  in  a  court  of 
competent  Jurisdiction,  an  action 
against  a  school,  a  lender,  or  the  Com¬ 
missioner,  or  that  a  Federal  agency 
other  than  the  Office  of  Education 
has  instituted  an  administrative  pro¬ 
ceeding  against  a  school  or  a  lender, 
alleging  facts  regarding  the  provision 
of  educational  services  or  the  making 
of  the  loan  which,  if  proven,  would  in 
the  judgment  of  the  Commissioner  en¬ 
title  the  borrower  to  refuse  to  repay 
all  or  a  portion  of  the  loan,  or  to 
obtain  a  judgment  for  recovery  of  pay¬ 
ments  already  made  on  the  loan,  the 
Commissioner  shall  suspend  collection 
activity  pending  the  final  resolution  of 
the  litigation  or  the  administrative 
proceeding,  and  shall  then  take  such 
collection  activity  as  he  or  she  consid¬ 
ers  appropriate  in  light  of  the  resolu¬ 
tion,  provided  that: 

(1)  The  Commissioner  at  no  time  has 
reason  to  believe  that  (in  the  case  of 
an  action)  the  action  is  not  being  pros¬ 
ecuted  in  good  faith  or  in  an  energetic 
or  timely  manner;  and 

(2)  The  Commissioner  does  not  make 
his  or  her  own  determination  that  the 
borrower’s  allegations  regarding  the 
provision  of  educational  services  or 
the  making  of  the  loan  are  unlikely  to 
be  proven. 

(e)  If  the  Commissioner  has  institut¬ 
ed  an  action  under  Part  168  for  the 
limitation,  suspension,  or  termination 
of  the  eligibility  of  the  school  in  which 
the  student  borrower  was  enrolled  for 
the  academic  period  covered  by  the 
loan  or  of  any  lender  which  has  held 
the  loan,  the  Commissioner  may,  if  he 
or  she  believes  that  the  outcome  of 
that  action  should  have  a  bearing  on 
the  borrower’s  obligation  to  repay  the 
loan,  suspend  collection  activity  pend¬ 
ing  the  final  resolution  of  the  action, 
and  shall  then  take  such  collection  ac¬ 
tivity  against  the  borrower,  education¬ 
al  institution  or  lender  as  he  or  she 
considers  appropriate  in  light  of  the 
resolution. 

(f)  If  the  Commissioner  determines 
that  the  borrower  has  died,  become  to¬ 
tally  and  permanently  disabled,  or  has 
had  his  or  her  loan  obligation  dis¬ 
charged  in  bankruptcy,  the  Commis¬ 
sioner  shall  refrain  from  collection  ac¬ 
tivity  thereafter  against  the  borrower 
or  his  or  her  estate. 

(g)  Except  as  otherwise  provided  in 
this  section  or  when  inconsistent  with 
an  exercise  of  forbearance  under 


§  177.60,  the  Commissioner  shall 
adhere  to  the  Federal  Claims  Collec¬ 
tion  Standards  (4  CFR  Parts  101-105). 

(20  U.S.C.  1080.  1082) 

Swbpart  G — R»quir«m«nt<  and  Standards  for 
Participating  Educational  Institutions 

§  177.71  Agreem?ntti  between  eligible 
Rchools  and  the  Commissioner. 

(a)  Any  eligible  educational  institu¬ 
tion  seeking  to  participate,  in  any 
manner,  in  any  program  covered  under 
this  Part  shall  submit  to  the  Commis¬ 
sioner  for  approval,  on  a  form  pro¬ 
vided  by  the  Commissioner,  an  agree¬ 
ment  signed  by  an  appropriate  official 
acknowledging  the  school’s  obligation 
to  comply  with  all  applicable  laws  and 
all  applicable  regulations  set  forth  in 
this  Part  and  in  Part  168. 

(b)  If  a  school  requests  an  agree¬ 
ment  under  this  section,  the  Commis¬ 
sioner  shall  respond  within  30  days 
and,  if  he  or  she  has  decided  not  to  ap¬ 
prove  the  request,  or  to  approve  only 
limited  participation,  shall  state  rea¬ 
sons  for  the  decision.  A  school  which 
has  been  denied  an  agreement  or  re¬ 
ceived  an  initial  agreement  subject  to 
limitations  shall  be  given  an  opportu¬ 
nity  to  meet  with  a  designated  Office 
of  Education  official  to  show  cause 
why  the  agreement  should  not  be 
denied  or  limited.  However,  the  Com¬ 
missioner  need  not  give  reasons  for  a 
denial  or  limitation,  or  grant  an  oppor¬ 
tunity  to  show  cause,  if  the  request  is 
submitted  within  six  months  of  a  pre¬ 
vious  denial  or  imF>osition  of  limita¬ 
tion. 

(c)  If  a  participating  school  under¬ 
goes  a  change  of  controlling  ow'nershlp 
or  form  of  control,  its  agreement  shall 
automatically  expire  at  the  time  of 
that  change.  In  that  case,  continued 
participation  by  the  school  in  loan 
programs  under  this  Part  shall  require 
a  new  agreement  with  the  Commis¬ 
sioner  and  continuation  of  the  school’s 
status  as  an  eligible  .school  under  this 
Part. 

(d)  Schools  outside  the  States  shall 
be  required  to  comply  with  the  provi¬ 
sions  of  this  Part  only  to  the  extent 
determined  by  the  Commissioner  on  a 
case  by  ca.se  basis. 

(20  U.S.C.  1082,  1088f-l) 

§  177.72  Agreements  between  the  Commis- 
sioner  and  eligible  schmila  which  make 
or  originate  loans. 

(a)  A  school  may  not  make  or  origi¬ 
nate  (as  defined  in  9177.11)  loans 
under  this  Part  (either  under  Subpart 
F  or  under  a  guarantee  agency  pro¬ 
gram),  unless  it  has  in  effect  an  agree¬ 
ment  with  the  Commissioner,  submit¬ 
ted  in  a  form  prescribed  by  the  Com¬ 
missioner.  under  which  the  school 
agrees  that: 

(1)  It  will  not  (except  as  authorized 
by  paragraph  (e)  of  this  section)  make 


or  originate  a  loan  to  be  Insured  under 
this  Part  to  a  student  if  by  doing  so 
more  than  50  percent  of  the  students 
who  are  not  graduate  or  professional 
students  then  in  attendance  at  that 
school  on  at  least  a  half-time  basis 
would  be  in  receipt  of  loans  made  or 
originated  by  that  school  under  this 
Part  to  cover  educational  costs  for  the 
academic  period  for  which  that  loan  is 
to  be  made. 

(2)  It  will  not  make  or  originate  a 
loan  to  be  insured  under  this  Part  to  a 
student  who  is  not  a  graduate  or  pro¬ 
fessional  student  and  who  has  not  pre¬ 
viously  received  a  loan  that  was  made 
or  originated  by  the  school  until  the 
student  has  provided  the  shool  with 
either  (i)  a  written  statement  from  an 
eligible  lender  (other  than  an  educa¬ 
tional  institution,  a  State  agency  or  a 
private  nonprofit  agency  designated 
by  a  State)  Indicating  that  the  student 
sought  and  was  denied  a  loan  Isured 
under  this  Part  by  that  lender  for  the 
academic  period  for  which  the  loan  Is 
.sought,  or  (il)  a  sworn  statement  by 
the  student  indicating  that  he  or  she 
was  refused  a  loan  by  such  a  lender  for 
the  academic  period  for  which  the 
loan  is  sought  and  that  the  lender 
which  so  refased  declined  to  provide  a 
written  statement  of  denial.  The  stu¬ 
dent’s  sworn  statement  under  clause 
(ii)  must  include  the  date  of  the  loan 
denial,  the  name  of  the  lending  insti¬ 
tution  which  denied  the  loan,  and  the 
name  of  the  official  with  whom  the 
student  communicated.  The  statement 
must  be  signed  by  the  student  in  the 
presence  of  a  notary  or  other  person 
who  is  legally  authorized  to  administer 
oaths  or  affirmations  and  who  does 
not  take  part  in  the  recruiting  of  stu¬ 
dents  for  enrollment  at  the  school. 
The  notary  or  other  person  must  sign 
the  statement  and,  if  appropriate, 
affix  his  or  her  .seal  or  stamp. 

(3)  It  will  not  make  or  originate 
loans  to  a  student  who  is  in  his  or  her 
first  academic  year  of  a  program  of 
postsecondary  education  who  has  not 
enrolled  previously  in  such  a  program 
in  an  amount  in  excess  of  the  lesser  of 
$2,500  or  one-half  of  the  estimated 
cost  of  attendance  for  that  academic 
year, 

(4)  It  will  not  in  any  academic  year 
make  or  originate  a  loan  of  more  than 
$1,500  to  a  fir.st-year  student  de.scribed 
in  paragraph  (a)(3)  unless  the  pro¬ 
ceeds  are  disbursed  in  multiple  install¬ 
ments  in  accordance  with  the  provi¬ 
sions  of  §  177.33(a)(l)(iv)  or 
§  177.54(a)(3). 

(b)  The  school  must  Inform  any  stu¬ 
dent  seeking  a  loan  to  be  made  or 
originated  by  the  school  that  he  or  she 
must  make  a  good  faith  effort  to 
obtain  a  loan  from  an  eligible  lender 
described  in  paragraph  (a)(2)(i)  of  this 
section.  In  determining  whether  a 
school  has  adhered  to  this  require¬ 
ment,  the  Commissioner  may  take  into 
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consideration  any  pattern  reflected  in 
the  statements  of  loan  denials  received 
by  the  school. 

(c)  For  the  purpose  of  paragraph 
(aK2Ki)  of  this  section,  the  written  re¬ 
fusal  of  a  lender  to  lend  the  entire 
amount  requested  by  the  student  and 
recommended  by  his  or  her  school  will 
constitute  sufficient  denial  to  warrant 
the  making  or  originating  of  a  loan  of 
the  full  amount  requested  and  recom¬ 
mended  by  that  school  even  though 
the  lender  is  willing  to  make  a  loan  of 
lesser  amount.  A  school  may,  however, 
supplement  a  loan  which  the  student 
receives  for  a  lesser  amount  with  a 
second  loan  which  it  makes  or  origi¬ 
nates. 

(d)  In  the  event  that  the  provisions 
of  this  section  are  violated  by  a  school 
in  either  the  making  or  the  origination 
of  loans,  the  institution’s  eligibility  to 
participate  in  programs  under  this 
Part  may  be  limited,  suspended,  or  ter¬ 
minated  in  conformance  with  the  pro¬ 
cedures  set  forth  in  Subpart  H  of  Part 
168. 

(e)  An  educational  institution  may 
request  that  the  provisions  of  para¬ 
graph  (a)(1)  be  waived.  The  Commis¬ 
sioner  shall  waive  the  provisions  of 
that  paragraph  if  he  or  she  deter¬ 
mines  that  those  provisions  create  a 
substantial  hardship  to  present  or 
prostpective  students  of  that  school. 
In  making  a  determination,  the  Com¬ 
missioner  shall  take  into  consider¬ 
ation; 

(1)  the  extent  to  which  the  school  is 
providing,  and  expects  to  provide,  edu¬ 
cational  opportunities  to  economically 
disadvantaged  students  (as  measured 
by  the  percentage  of  students  enrolled 
at  the  school  who  fall  within  the  "low- 
mcome  family”  category  used  by  the 
Bureau  of  the  Census)  who,  as  a  result 
of  the  application  of  paragraph  (a)(1) 
of  this  section,  would  not  be  able  to 
enroll,  or  continue  their  enrollment,  at 
the  school  and  would  not  be  able  to 
obtain  a  comparable  education  at  an¬ 
other  institution; 

(2)  The  extent  to  which  the  school 
has  academic  programs  which  are 
unique  in  the  general  geographical 
area  served  by  the  school  and  which 
would  be  made  unavailable  to  students 
as  a  result  of  the  application  of  para¬ 
graph  (a)(1)  of  this  section:  and 

(3)  The  quality  of,  and  improve¬ 
ments  expected  in,  the  management  of 
the  institution  especially  with  respect 
to  its  handling  of  student  financial  as¬ 
sistance  programs,  and  its  confor¬ 
mance  with  generally  accepted  stan¬ 
dards  of  sound  business  practice. 

(f)  A  school  which  makes  or  origi¬ 
nates  loand  on  the  effective  date  of 
this  regulation  must  submit  the  agree¬ 
ment  described  in  paragraph  (a)  of 
this  section  within  90  days  of  that 
date  in  order  to  be  eligible  to  continue 
to  make  or  originate  loans  in  programs 
covered  under  this  Part. 
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(g)  For  purposes  of  this  section,  a 
loan  is  mside  or  originated  as  of  the 
date  of  the  first  disbursement  of  any 
loan  proceeds. 

(20  U.S.C.  1075,  1078,  1082,  1083) 

§  177.73  Records,  reports,  and  inspection 
requirements  for  participating  schools. 

(a)  Each  participating  educational 
institution  shall  establish  and  main¬ 
tain  such  administrative  and  fLscal 
procedures  and  records  as  may  be  nec¬ 
essary  to  ensure  proper  and  efficient 
administration  of  any  funds  received 
from  students  who  have  obtained 
loans  under  this  Part,  to  assure  that 
the  rights  of  students  established 
under  this  Part  are  protected,  to  pro¬ 
tect  the  United  Slates  from  unreason¬ 
able  risk  of  loss  due  to  defaults,  and  to 
comply  specifically  with  all  applicable 
requirements  set  forth  in  this  Part 
and  Part  168. 

(b)  Each  participating  school  shall 
maintain  records,  with  respect  to  each 
student  who  receives  a  loan  under  this 
Part,  regarding  the  student’s  admis¬ 
sion  (to  the  extent  required  for  pur¬ 
poses  of  §  177.75),  academic  standing, 
periods  of  attendance  (to  the  extent 
required  for  purposes  of  paragraph  (c) 
of  this  section  and  Part  168),  courses 
taken  and  placement  (if  the  school 
provides  a  placement  service  and  the 
student  uses  the  service).  Each  partici¬ 
pating  school  must  also,  with  respect 
to  each  loan,  maintain  a  record  of  the 
name  of  the  student  borrower,  the 
name  of  the  lending  institution,  the 
amount  of  the  loan,  the  period  for 
which  the  loan  is  intended,  the 
school’s  reasons  for  recommending 
Federal  interest  benefits  (if  applica¬ 
ble),  the  date  the  school  receives  the 
loan  check  (if  the  school  is  not  the 
lender  and  the  loan  is  either  insured 
under  Subpart  F  or  its  disbursement 
through  the  school  is  required  under  a 
guarantee  agency  program),  the  date 
the  school  disburses  the  loan  check  to 
the  student  (unless  under  a  guarantee 
agency  program  disbursement  is  ac¬ 
complished  directly  from  the  lender  to 
the  borrower),  the  date  the  school 
signs  the  loan  check  (if  the  school  is  a 
co-payee),  and  the  date  of  and  amount 
of  tuition  and  fees  paid  by  the  stu¬ 
dent.  A  participating  school  must 
retain,  as  applicable,  all  documents  re¬ 
quired  by  §  177.72(a)(2)  regarding  a 
borrower’s  inability  to  obtain  a  loan 
from  certain  types  of  lenders.  The 
school  shall  retain  these  records 
(which  may  be  stored  in  microform  or 
computer  format)  for  not  less  than 
five  years  (unless  otherwise  directed 
by  the  Commissioner)  following  the 
date  the  student  graduates,  withdraws, 
or  fails  to  matriculate  for  an  academic 
period  for  which  he  or  she  has  re¬ 
ceived  a  loan  under  this  Part.  Copies 
of  reports  submitted  by  the  school  in 
accordance  with  this  section  and  other 
forms  utilized  by  the  school  relating  to 
loans  made  under  this  Part  shall  also 


be  retained  for  not  less  than  five  years 
following  their  completion,  unless  oth¬ 
erwise  directed  by  the  Commissioner. 

(c)  Each  participating  school  shall 
submit  such  reports  to  the  Commis¬ 
sioner  or  to  lenders  at  such  times  and 
in  such  manner  as  the  Commissioner 
may  prescribe.  This  includes  timely 
completion  of  the  Student  Status  Con¬ 
firmation  Report  (OE  Form  1072)  and 
compliance  with  the  requirements  of 
§  177.77. 

(d)  A  participating  school  must 
submit  such  reports  as  the  Commis- 

•  sioner  may  prescribe  concerning  the 
school’s  compliance  with  the  require¬ 
ments  of  §  177.72(a)(1).  A  participating 
school  lender  must  also  submit  such 
reports  at  such  times  as  the  Commis¬ 
sioner  may  prescribe  for  the  purposes 
of  §  177.76. 

(e)  The  Secretary  of  Health,  Educa¬ 
tion,  and  Welfare  and  the  Comptroller 
General  of  the  United  States,  or  any 
of  their  duly  authorized  representa¬ 
tives,  shall  have  access,  for  the  pur¬ 
pose  of  audit  and  examination,  to  the 
records  required  by  this  Part  and  by 
Part  168  and  to  any  other  pertinent 
books,  documents,  papers,  and  records 
of  a  participating  school. 

(f)  Audits— non- FederaL  (1)  A 
school's  transactions  relating  to  its 
participation  in  the  Guaranteed  Stu¬ 
dent  Loan  Program  shall  be  audited 
by  the  school  or  at  the  school’s  direc¬ 
tion  by  a  Certified  Phiblic  Accountant 
or  by  a  Licensed  Public  Accountant  li¬ 
censed  before  December  31,  1970,  to 
determine,  at  a  minimum,  the  fiscal  in¬ 
tegrity  of  financial  transactions  and 
reports,  and  whether  such  transac¬ 
tions  are  in  compliance  with  applica- 

■  ble  laws  and  regulations.  Audits  shall 
be  scheduled  with  reasonable  frequen¬ 
cy,  usually  annually,  but  not  less  fre¬ 
quently  than  once  every  two  years, 
considering  the  size  and  complexity  of 
the  activity  of  the  program.  Each 
audit  must  cover  the  entire  period  of 
time  which  has  elap.sed  since  the  last 
audit  that  was  performed  in  accor¬ 
dance  with  those  guidelines. 

(2)  The  required  audit  report  must 
be  submitted  to  the  regional  office  of 
the  Department  of  Health,  Education, 
and  Welfare  Audit  Agency  serving  the 
region  in  which  the  school  is  located 
for  its  review.  The  school  must  provide 
access  for  the  Audit  Agency  and  the 
Commissioner  to  the  records  or  other 
documents  nece.ssary  to  review  the  re¬ 
sults  of  those  audits 

(g)  In  the  event  of  the  closure,  ter¬ 
mination,  suspension  or  change  of 
owmership  of  a  participating  school, 
that  school  or  its  successors  must 
make  provision  for  the  retention  of 
the  records  provided  for  in  paragraph 
(b)  of  this  section  and  for  access  to 
those  records  by  the  Commissioner  as 
provided  for  in  paragraph  (e)  of  this 
section. 

(20  u  s  e.  1082.  1083 
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§  177.74  Student  information. 

Each  participating  school  shall  make 
a  good  faith  effort  to  present  each 
prospective  student,  prior  to  the  time 
he  or  she  makes  an  obligation  to  pay 
tuition  or  fees  to  the  school,  with  a 
complete  and  accurate  statement  (in¬ 
cluding  printed  materials)  about  the 
school,  its  current  academic  or  train¬ 
ing  programs,  and  its  faculties  and  fa¬ 
cilities.  with  particular  emphasis  on 
those  programs  in  which  the  prospec¬ 
tive  student  has  expressed  interest.  In 
the  case  of  a  school  having  a  course  or 
courses  of  study,  the  purpose  of  which 
is  to  prepare  students  for  a  particular 
vocation,  trade  or  career  field,  the  re¬ 
quired  statement  shall  include  infor¬ 
mation  regarding  the  employment  of 
students  previously  enrolled  in  those 
courses.  This  information  shall  include 
data  regarding  the  average  starting 
salary  for  previously  enrolled  students 
entermg  positions  of  employment  for 
which  the  courses  of  study  offered  by 
the  school  were  intended  as  prepara¬ 
tion.  It  shall  also  include  percentage 
of  previously  enrolled  students  who 
obtained  employment  in  such  posi¬ 
tions.  This  information  shall  be  ba<^ed 
on  the  most  recently  available  data.  If 
the  school,  after  rea.sonable  effort, 
cannot  obtain  statistically  meaningful 
data  regarding  its  own  students,  it 
may  use  the  most  recent  comparable 
regional  or  national  data.  When  the 
data  the  school  possesses,  regarding  its 
own  students,  is  more  than  three  years 
old  and  cannot  be  updated  after  rea¬ 
sonable  effort  by  the  school  and  when 
there  is  available  comparable  regional 
or  national  data  at  least  three  years 
more  recent  than  the  school’s  data, 
the  school  must  use  regional  or  na¬ 
tional  data. 

(20  U  S.C.  1082.  1085.  1088f-l) 

§  177.75  Admissions  criteria  for  a  vtica- 
tional,  trade  or  career  program. 

Each  participating  educational  insti¬ 
tutions  holding  itself  out  as  preparing 
students  for  a  particular  vocation  or 
career  field  trade,  shall,  prior  to  the 
time  the  prospective  student  makes  an 
obligation  to  pay  tuition  or  fees  to  the 
school,  make  a  determination,  based 
on  an  appropriate  examination  or 
other  appropriate  criteria,  that  there 
is  a  substantial  and  reasonable  basis  to 
conclude  that  that  person  has  the  abil¬ 
ity  to  benefit  from  the  instruction  or 
training  to  be  provided. 

(20  U.S.C.  1082.  1085.  1088M) 

§177.76  Lending  eligibility  standard  for 
participating  schools. 

(a)  Except  as  determined  under 
paragraph  (c)  of  this  section,  the  Com¬ 
missioner  shall  terminate  the  lending 
eligibility  of  a  participating  school 
(whether  that  eligibility  was  granted 


under  subpart  F  or  under  a  guarantee 
agency  program)  if  during  each  of  the 
two  most  recent  consecutive  12-month 
periods  for  which  data  are  available 
the  amount  of  original  loan  principal 
on  which  its  student  borrowers  went 
in  default  represented  15  percent  or 
more  of  the  original  principal  amount 
of  all  loans  in  repayment  status  (in¬ 
cluding  those  in  deferment)  at  the  be¬ 
ginning  of  each  period  plus  that  of  all 
loans  coming  into  repayment  status 
(including  those  in  deferment)  during 
that  period.  The  termination  will 
begin  on  the  first  day  of  October  fol¬ 
lowing  the  Commissioner’s  determina¬ 
tion,  after  notice  and  opportunity  for 
a  hearing  under  paragraph  (d)  of  this 
section,  that  such  a  default  situation 
exists. 

(b)  For  the  purpo.ses  of  making  both 
the  determination  and  the  termina¬ 
tion  under  paragraph  (^)  of  this  sec¬ 
tion  in  the  case  of  a*school  which 
makes  loans  to  students  in  attendance 
at  other  schools  under  the  same  own¬ 
ership,  the  Commissioner  may  either 
treat  all  such  schools  as  one  school  or 
else  may  make  the  determination  and 
termination  on  a  school-by-school 
basis. 

(c)  The  Commissioner  shall  not  ter¬ 
minate  the  lending  eligibility  of  a  par¬ 
ticipating  school  under  paragraph  (a) 
of  this  section  if  he  or  she  determines 
that  either  of  the  hardship  conditions 
described  in  the  following  two  subpar- 
agraph.s  applies: 

(1)  The  termination  would  be  a  .sub¬ 
stantial  hardship  to  the  school  be¬ 
cause  there  is  a  reasonable  possibility 
that  the  institution  will  within  the 
next  year  appreciably  improve  its  col¬ 
lection  of  loans  insured  under  this 
part.  Recent  improvement  of  the 
school’s  loan  delinquency  rate  and 
recent  improvement  in  a  school’s  col¬ 
lection  capabilities  (for  example,  im¬ 
proved  procedures  or  increa.sed  staff) 
will  be  considered  as  evidence  that  a 
school  will  Improve  its  collection  of 
loans  insured  under  this  part, 

(2)  The  termination  would  be  a  sub¬ 
stantial  hardship  to  current  or  pro¬ 
spective  students.  In  making  this  de¬ 
termination,  the  Commissioner  will 
consider; 

(i)  The  extent  to  which  the  school  is 
providing,  and  expects  to  provide,  op¬ 
portunities  to  economically  disadvan¬ 
taged  students  (as  measured  by  the 
percentage  of  students  enrolled  at 
that  school  who  fall  within  the  “low- 
income  family’’  category  used  by  the 
Bureau  of  the  Census)  who  as  a  result 
of  the  application  of  paragraph  (a)  of 
this  section  would  not  be  able  to 
enroll,  or  to  continue  their  enrollment, 
at  the  school  and  would  not  be  able  to 
obtain  a  comparable  education  at  an¬ 
other  school; 

(11)  The  extent  to  which  the  school 
has  academic  programs  which  are 
unique  in  the  general  geographical 


area  served  by  the  institution  and 
which  would  be  unavailable  to  stu¬ 
dents  as  a  result  of  the  application  of 
paragraph  (a)  of  this  section;  and 

(lii)  The  quality  of.  and  improve¬ 
ments  expected  in,  the  management  of 
the  school  with  respect  to  its  student 
financial  assistance  programs,  its  col¬ 
lection  of  loans  insured  under  this 
part,  and  its  conformance  with  gener¬ 
ally  accepted  standards  of  sound  busi¬ 
ness  practice. 

(d)  Termination  procedures.  Termi¬ 
nation  of  the  lending  eligibility  of  an 
educational  institution  under  this  .sec¬ 
tion  shall  be  made  only  after  the 
notice  and  opportunity  for  a  hearing 
provided  under  this  paragraph.  • 

(1)  An  official  of  the  Office  of  Edu¬ 
cation  designated  by  the  Commission¬ 
er  shall  begin  the  termination  action 
by  sending  a  notice  to  the  school  by 
certified  mall  with  return  receipt  re¬ 
quested.  The  notice  must: 

(1)  Inform  the  school  of  the  Commis¬ 
sioner’s  intent  to  terminate  iU  lending 
eligibility  under  this  part  because  of 
the  school’s  default  experience  under 
the  terms  of  paragraph  (a)  of  this  sec¬ 
tion. 

(ii)  Specify  the  proposed  effective 
date  of  the  termination,  which  shall 
be  the  next  October  1, 

(iii)  Inform  the  school  that  it  has  15 
days  to  submit  written  material  for 
consideration  by  the  designated  offlcal 
or  to  request  a  hearing  to  show  cause 
why  the  determination  under  para¬ 
graph  (a)  should  not  be  made,  and 

(Iv)  Inform  the  school  that  it  may 
submit  written  material  for  consider¬ 
ation  in  determining  whether  its  lend¬ 
ing  eligibility  should  not  be  terminat¬ 
ed  because  either  of  the  hardship  con¬ 
ditions  de.scribed  in  paragraph  (c)  of 
this  sectiqn  applies. 

(2)  If  the  school  does  not  request  a 
hearing  but  on  a  timely  basis  submits 
written  material,  the  designated  offi¬ 
cial.  after  considering  that  material, 
shall  notify  the  school  whether  it 
comes  within  the  terms  of  paragraph 
(a)  of  this  section. 

(3)  If  the  school  on  a  timely  basis  re¬ 
quests  a  hearing,  the  designated  offi¬ 
cial  will  set  a  date  and  pla<’e  for  it.  The 
date  of  the  hearing  will  he.  at  least  15 
days  after  the  designated  offical  re¬ 
ceives  the  request. 

(4)  A  presiding  officer  conducts  the 
hearing. 

(5)  ’The  presiding  officer  shall  con¬ 
sider  any  written  material  presented 
before  the  hearing  or  other  evidence 
presented  during  the  course  of  the 
hearing. 

(6)  ’The  presiding  officer  will  deter¬ 
mine  whether  or  not  the  school  comes 
within  the  terms  of  paragraph  (a)  of 
this  section 

(7)  ’The  decision  of  the  presiding  of¬ 
ficer.  or  of  the  designated  official  in 
the  event  that  the  school  has  submit¬ 
ten  written  material  on  a  timely  basis 
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but  has  not  requested  a  hearing,  is 
subject  to  review  by  the  Commission¬ 
er. 

(8)  Prior  to  the  effective  date  of  a 
termination  of  a  school’s  lending  eligi¬ 
bility,  the  Commissioner  shall  deter¬ 
mine  whether  the  school’s  lending  eli¬ 
gibility  should  not  be  terminated  be¬ 
cause  of  a  potential  hardship  condi¬ 
tion  described  in  paragraph  (c)  of  this 
section. 

(9)  A  school  whose  lending  eligibility 
is  terminated  under  this  section  may 
not  make  further  loans  under  this 
part  unless  it  has  entered  into  a  new 
agreement  with  the  Commissioner 
under  §  177.52  or  with  a  guarantee 
agency  under  subpart  D.  No  new 
agreement  may  take  effect  until  the 
second  October  first  following  the 
Commission's  determination  under 
paragraph  (a)  of  this  section. 

(20  U.S.C.  1082,  1085) 

§  177.77  Notification  to  lender  of  change 
in  student  enrollment  status. 

Each  participating  school  shall  es¬ 
tablish  policies  and  procedures  where¬ 
by  the  holder  of  a  loan  insured  under 
this  part  made  to  a  student  for  atten¬ 
dance  at  that  school  will  be  notified  by 
the  school  within  60  days  following 
the  student’s  graduation,  formal  with¬ 
drawal,  or  failure  to  register  on  at 
least  a  half-time  basis  for  any  aca¬ 
demic  period  for  which  that  student 
was  expected  to  register  as  part  of  his 
or  her  academic  program.  The  notice 
shall  contain  (1)  the  date  of  gradua¬ 
tion.  withdrawal,  or  failure  to  register 
and  (2)  the  student’s  latest  known  per¬ 
manent  (and,  if  known,  temporary)  ad¬ 
dress.  The  procedures  must  provide 
that  if  the  school  does  not  know  the 
identity  of  the  current  holder  of  a 
loan,  it  will  report  these  facts  to  the 
insurer  of  the  loan. 

(20  U.S.C.  1082,  1088M) 

§  177.78  Certincations  by  a  participating 
school  in  connection  with  a  student 
loan  application. 

In  com'ection  with  a  student’s  appli¬ 
cation  for  a  loan  to  be  insured  under 
this  part,  a  participating  school  must: 

(a)  Certify  that  the  student  either 

( 1 )  is  accepted  for  enrollment  in  an  eli¬ 
gible  program  at  an  eligible  school  or 

(2)  is  enrolled  in  such  a  program  and  is 
in  good  standing  and  maintaining  sat¬ 
isfactory  progress  in  his  or  her  course 
of  study  according  to  the  standards 
and  practices  of  the  institution.  If  a 
school  determines  that  a  student  is 
not  maintaining  satisfactory  progress 
but  reverses  that  determination  prior 
to  the  end  of  the  enrollment  period, 
then  the  student  will  be  considered  to 
be  making  satisfactory  progress  for 
the  entire  enrollment  period,  (b)  Certi¬ 
fy  that  the  student  is  carrying  or 
plans  to  carry,  diuing  the  period  for 


which  the  loan  is  intended,  at  least 
one-half  the  normal  full-time  work¬ 
load  as  determined  by  the  school. 

(c)  Certify  that  the  student  does  not 
owe  a  refund  on  a  grant  previously  re¬ 
ceived  under  the  Basic  Educational 
Opportunity  Grant  Program  (45  CFR 
part  190),  the  Supplemental  Educa¬ 
tional  Opportunity  Grant  Program  (45 
CFR  part  176),  or  the  State  Student 
Incentive  Grant  Program  (45  CFR 
part  192)  for  attendance  at  that 
school,  except  as  follows: 

(1)  If  the  student  received  an  over¬ 
payment.  and  thus  owes  a  refund,  on 
such  a  grant  becau.se  of  the  school’s 
error,  that  student  shall  not  be  consid¬ 
ered  ineligible  for  a  loan  for  this 
reason  if  he  or  she:  (i)  Acknowledges 
in  writing  the  amount  of  the  overpay¬ 
ment  and  (ii)  agrees  in  writing  to 
repay  the  refund  within  a  reasonable 
period  of  time. 

(2)  If  the  student  received  an  over¬ 
payment,  and  thus  owes  a  refund,  on  a 
Basic  Ekiucational  Opportunity  Grant, 
that  student  shall  not  be  considered 
ineligible  for  a  loan  for  this  reason  if 
the  school  can.  and  expects  to,  recoup 
the  overpayment  within  the  same  aca¬ 
demic  year  for  which  the  loan  is  in¬ 
tended  by  adjusting  subsequent  BEOG 
payments  due  the  student. 

(3)  If  the  student  received  an  over¬ 
payment,  and  thus  owes  a  refund,  on  a 
Supplemental  Educational  Opportuni¬ 
ty  Grant,  that  student  shall  not  be 
considered  ineligible  for  a  loan  for  this 
reason  if  the  school  can,  and  expects 
to,  recoup  the  overpayment  within  the 
same  academic  year  for  which  the  loan 
is  intended  by  adjusting  subsequent 
SEOG  payments  due  the  student. 

(d)  Certify  that  the  student  is  not  in 
default  on  any  loan  previously  re¬ 
ceived  under  the  National  Direct  Stu¬ 
dent  Loan  Program  (45  CFR  part  144) 
made  for  attendance  at  that  school,  or 
on  any  loan  previously  received  under 
this  part  (whether  or  not  made  for  at¬ 
tendance  at  that  school),  unless  the 
Commissioner  (for  a  federally  insured 
loan),  a  guarantee  agency  (for  a  loan 
insured  by  that  agency),  or  the  school 
(for  a  National  Direct  Student  Loan 
made  by  that  school)  has  determined 
that  the  student  has  made  satisfactory 
arrangements  to  repay  the  defaulted 
loan.  In  determining  whether  a  stu¬ 
dent  is  in  default  on  a  loan  made 
under  this  part,  a  school  may,  in  good 
faith  and  in  the  absence  of  informa¬ 
tion  to  the  contrary,  rely  upon  a  writ¬ 
ten  statement  by  the  student  that  he 
or  she  is  not  in  default  on  such  a  loan. 

(e)  Provide  a  statement  of  the  aca¬ 
demic  period  for  which  the  loan  is 
sought. 

(f)  Provide  a  statement  of  the  stu¬ 
dent’s  estimated  cost  of  attendance,  as 
described  in  §  177,11. 

(g)  Provide  a  statement  of  other  esti¬ 
mated  financial  assistance  of  which 
the  school  is  aware  which  has  been 


awarded  to  the  student  for  the  period 
for  which  the  loan  is  sought,  as  de¬ 
scribed  in  §  177.11. 

(h)  Provide,  only  if  required  under 
§  177.21(a)(l)(iiiKB)  for  the  purpose  of 
determining  Federal  interest  benefit 
eligibility  and  if  the  school  is  located 
in  a  State,  a  statement  containing  a 
determination  of  need  and  recommen¬ 
dation  as  described  in  §  177.21(a)(3). 

(20  U.S.C.  1077,  1078,  1085,  1088f) 

S  177.79  Loan  disbursement  responsibil¬ 
ities  of  a  participating  school. 

(a)  When  a  participating  educational 
institution  receives  from  a  lender 
which  is  not  a  school  a  loan  disburse¬ 
ment  check  payable  to  a  student  bor¬ 
rower  matriculated  at  that  school,  it 
must  deliver  the  check  promptly  to 
the  student.  If,  when  a  school  receives 
such  a  check,  the  student  has  not  yet 
matriculated,  the  school  shall  hold  the 
check  and  deliver  it  to  the  student  at 
the  time  he  or  she  matriculates.  If, 
after  the  school  receives  a  check,  the 
student  fails  to  matriculate  within  a 
reasonable  time  for  the  academic 
period  for  which  the  loan  was  intend¬ 
ed.  or  notifies  or  has  notified  the 
school  that  he  or  she  does  not  plan  to 
matriculate  for  that  period,  the  school 
must  notify  the  lender  and  retucr  the 
check  to  the  lender  within  30  days  of 
the  conclusion  of  the  reasonable  time 
or  the  notification. 

(b)  If  a  loan  check  is  payable  Jointly 
to  a  student  and  a  school,  the  school 
may  either:  (1)  Endorse  the  check  on 
its  own  behalf  and  deliver  it  to  the  stu¬ 
dent  borrower,  or  (2)  obtain  the  stu¬ 
dent’s  endorsement  prior  to  endorsing 
the  check  on  its  own  behalf.  In  the 
latter  case,  the  school  may  apply  the 
loan  proceeds  directly  to  any  of  the 
student’s  educational  costs  that  are 
payable  to  the  school,  but  it  must  then 
promptiy  disburse  to  the  student  any 
remaining  portion  of  the  loan. 

(c)  A  school  lender  making  loans 
which  are  insured  under  subpart  F 
must  follow  the  requirements  of 
§  177.57(d).  The  requirements  of  para¬ 
graph  (a)  and  (b)  of  this  section  shall 
apply  only  to  loan  checks  which  the 
school  receives  for  disbursement  to  its 
students  from  other  lenders. 

(20  U.S.C.  1078.  1082) 

SUBeAKT  H— PROCEDURES  FOR  THE  LIMITA¬ 
TION,  SUSPENSION,  OR  TERMINATION  OF 

THE  ELIGIBILITY  OF  LENDERS  UNDER  THE 

FEDERAL  INSURED  STUDENT  LOAN  PRO¬ 
GRAM 

§  177.81  Purpose  and  scope. 

(a)  This  subpart  establishes  rules 
and  procedures  for  the  limitation,  sus¬ 
pension.  or  termination  of  the  eligibil¬ 
ity  of  an  otherwise  eligible  lender  to 
participate  in  the  Federal  Insured  Stu¬ 
dent  Loan  Program  (subpart  F).  These 
provisions  apply  to  a  lender  which  vio- 
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lates  any  provision  of  title  IV,  part  B 
of  the  Higher  Education  Act  of  1965, 
as  amended,  thus  part,  or  applicable 
limitations  or  agreements. 

(b)  This  subpart  does  not  apply  to 
administrative  action  by  the  Depart¬ 
ment  of  Health.  Education,  and  Wel¬ 
fare  based  on  any  alleged  violation  of 
title  VI  of  the  Civil  Rights  Act  of  1964, 
which  is  governed  by  45  CFR  parts  80 
and  81:  title  IX  of  the  Education 
Amendments  of  1972,  which  is'  gov¬ 
erned  by  45  CFR  part  86;  or  the 
Family  Educational  Rights  and  Priva¬ 
cy  Act  of  1974  (.section  438  of  the  Gen¬ 
eral  Education  ProvKsions  Act.  as 
amended)  which  is  governed  by  45 
CFR  part  99. 

(20  U.S.C.  1080,  1082,  1088f-l) 

§177.82  DennitioiiH. 

As  used  in  this  subpart: 

"Designated  OE  Official"  means  an 
official  of  the  U.S.  Office  of  Education 
to  whom  the  Conuntssioner  has  dele¬ 
gated  the  responsiblitios  indicated  in 
this  subpart. 

"Limitation”  means  the  continu¬ 
ation  of  a  lender’s  eligibility,  subject 
to  compliance  with  special  conditions 
or  restrictions  which  the  Commission¬ 
er  has  set  as  a  result  of  a  decision  in  a 
limitation  or  termination  proceeding. 

"Presiding  Officer”  means  one  or 
more  impartial  persons  having  no 
prior  involvement  with  the  facts  giving 
rise  to  a  limitation,  suspension  or  ter¬ 
mination  proceeding,  and  selected  by 
the  Commissioner  to  conduct  a  hear¬ 
ing. 

"Suspension”  means  the  removal  of 
a  lender’s  eligibility  for  a  specified 
period  of  time  or  until  the  occurrence 
of  one  or  more  specified  conditions. 

"Termination”  means  the  unquali¬ 
fied  removal  of  a  lender’s  eligibility 
for  an  indefinite  period  of  time. 

(20  U.S.C.  1080,  1082,  1088f-l) 

§  177.83  Effect  on  prior  participation. 

An  action  under  this  subpart  result¬ 
ing  in  the  limitation,  suspension,  or 
termination  of  a  lender  shall  not 
affect  any  of  its  responsibilities  arising 
from  participation  in  programs  under 
this  Part  prior  to  the  date  of  the 
action.  Nor  shall  the  action  impair  any 
benefits  or  claims  to  which  a  lender 
may  be  entitled  based  on  its  participa¬ 
tion  prior  to  the  action,  except  as  pro¬ 
vided  in  §  177.90  and  §  177.93(c). 

(20  U.S.C.  1080,  1082,  1088f-l) 

§  177.84  Informal  compliance  procedure. 

(a)  If  the  Commissioner  receives  a 
complaint,  or  has  other  information 
which  he  or  she  believes  to  be  reliable, 
indicating  that  a  lender  is,  or  may  be. 
in  violation  of  applicable  laws,  regula¬ 
tions,  agreements  or  limitations,  the 
Commissioner  may  call  the  matter  to 
the  attention  of  the  lender  and  may 


give  the  lender  a  reasonable  opportu¬ 
nity  (1)  to  respond  to  the  complaint  or 
other  information,  (2)  to  show  that 
the  matter  has  been  corrected,  or  (3) 
to  submit  an  acceptable  plan  to  cor¬ 
rect  the  violation  and  to  prevent  its  re¬ 
currence. 

(b)  The  procedures  provided  in  this 
subpart  for  limitation,  suspension,  or 
termination  need  not  be  delayed 
during  the  informal  compliance  proce¬ 
dure  if  the  Commissioner  believes  (1) 
that  the  delay  would  have  an  adverse 
effect  on  the  Federal  Insured  Student 
Loan  Program,  or  (2)  that  the  infor¬ 
mal  compliance  procedure  will  not 
result  in  a  correction  of  the  alleged 
violation. 

(20  U.S  C.  1080,  1082,  1088f-l) 

§  177.85  Emergency  action. 

(a)  The  Commissioner  may  take 
emergency  action  to  withhold  the  issu¬ 
ance  of  further  commitments  of  insur¬ 
ance  to  a  lender  if  the  designated  OE 
official: 

(1)  Receives  information  which  the 
official  believes  to  be  reliable  that  the 
lender  is  in  violation  of  applicable 
laws,  regulations,  agreements,  or  limi¬ 
tations. 

(2)  Determines  that  immediate 
action  is  necessary  in  order  to  prevent 
the  likelihood  of  substantial  lo.ss  of 
funds  either  to  the  Federal  Govern¬ 
ment  or  to  students  involved. 

(3)  Determines  that  the  likelihood  of 
loss  outweighs  the  importance  of  fol¬ 
lowing  the  procedures  set  forth  in  this 
Subpart  for  limitation,  suspension,  or 
termination. 

(b)  The  designated  OE  official 
begins  an  emergency  action  by  notify¬ 
ing  the  lender,  by  certified  mail  with 
return  receipt  requested,  of  the  action 
and  the  basis  on  which  it  is  taken.  The 
effective  date  of  the  action  is  the  date 
on  which  the  notice  is  mailed. 

(c)  An  emergency  action  shall  not 
exceed  30  days  unless  a  limitation,  sus¬ 
pension,  or  termination  proceeding  is 
begun  under  this  subpart  before  the 
expiration  of  that  period.  In  that  ca.se. 
the  period  may  be  extended  until  the 
completion  of  the  proceeding,  includ¬ 
ing  any  appeal  which  may  be  made  to 
the  Commissioner. 

(d)  If  a  limitation,  suspension,  or  ter¬ 
mination  proceeding  is  begun,  the 
Commissioner  will  provide  the  lender, 
if  it  so  requests,  an  opportunity  to 
show  cause  that  the  emergency  action 
is  unwarranted  pending  the  outcome 
of  that  proceeding. 

(20  U.S.C.  1080,  1082,  1088f-l) 

§  177.86  Suspension  proceedings. 

(a)  Scope  and  consequences.  From  its 
effective  date,  a  suspension  removes  a 
lender’s  eligibility  to  participate  as  a 
lender  under  the  Federal  Insured  Stu¬ 
dent  Loan  Program  for  a  period  of 
time  not  exceeding  60  days  unless: 


(1)  The  lender  and  the  designated 
OE  official  agree  to  an  extension  when 
the  lender  has  not  requested  a  hear¬ 
ing.  or 

(2)  The  designated  OE  official 
begins  a  limitation  or  termination  pro¬ 
ceeding  under  §  177.87  of  this  subpart. 

(b)  Procedure.  (1)  The  designated 
OE  official  begins  a  suspension  pro¬ 
ceeding  by  sending  a  notice  to  the 
lender  by  certified  mail  with  return  re¬ 
ceipt  requested.  The  notice  must: 

(1)  Inform  the  lender  of  the  intent  of 
the  Commissioner  to  suspend  the  lend¬ 
er’s  eligibility,  cite  the  consequences 
of  that  action,  and  identify  the  alleged 
violations  which  constitute  the  basis 
for  the  action: 

(ii)  Specify  the  proposed  effective 
date  of  the  suspension,  which  shall  be 
at  least  20  days  after  the  date  of  mail¬ 
ing  of  the  notice  of  intent: 

(iii)  Inform  the  lender  that  the  sus¬ 
pension  will  not  be  effective  on  the 
date  specified  in  the  notice  if  the  des¬ 
ignated  OE  official  receive.s,  at  lea.st 
five  days  before  that  date,  a  request 
for  a  hearing  or  written  material  indi- 
vating  why  the  suspension  should  not 
take  place:  and 

(iv)  Invite  voluntary  efforts  to  ccr- 
rect  the  vlolation(s)  which  led  to  the 
commencement  of  the  action. 

(2)  If  the  lender  does  not  request  a 
hearing,  but  submits  written  material, 
the  designated  OE  official,  after  con¬ 
sidering  that  material,  notifies  the 
lender  (1)  that  the  proposed  suspen¬ 
sion  is  dtsmissed,  or  (ii)  that  the  sus¬ 
pension  is  effective  as  of  a  specified 
date. 

(3)  If  the  lender  on  a  timeiy  ba.sis  re¬ 
quests  a  hearing,  the  designated  OE 
official  sets  a  date  and  place  for  it. 
The  date  will  be  at  least  15  days  after 
the  designated  OE  official  receives  the 
request.  No  suspension  may  take  place 
until  a  hearing  is  held. 

(4)  A  presiding  officer  conducts  a 
hearing. 

(5)  At  the  hearing,  the  presiding  of¬ 
ficer  shall  consider  any  written  mate¬ 
rial  pre.sented  before  the  hearing  or 
any  material  or  other  evidence  pre¬ 
sented  during  the  course  of  the  hear¬ 
ing. 

(6)  If,  after  considering  the  evidence, 
the  presiding  officer  concludes  that 
the  suspension  is  warranted,  he  or  she 
will  issue  an  initial  decision  suspend¬ 
ing  the  eligibility  of  the  lender. 

(7)  The  Commissioner  will  review 
the  initial  decision  of  the  presiding  of¬ 
ficer  and  will  issue  a  final  decision 
adopting  the  initial  decision,  unle,ss 
the  initial  decision  is  clearly  unsup¬ 
ported  by  the  evidence. 

(c)  Notice  of  the  suspension  will  be 
promptly  mailed  to  the  lender.  The 
suspension  takes  effect  either  upon 
the  date  on  which  the  notice  is  mailed 
to  the  lender  of  the  original  proposed 
effective  date  stated  in  the  notice  of 
intent,  whichever  is  later. 
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(d)  A  suspension  shall  not  exceed  60 
days  unless  a  limitation  or  termination 
proceeding  is  begun  under  this  Sub¬ 
part  before  the  expiration  of  that 
period.  In  that  case,  the  period  may  be 
extended  until  the  completion  of  the 
proceeding,  including  any  appeal  to 
the  Commissioner. 

(20  U.S.C.  1080,  1082, 1088f-l) 

§  177.87  Limitation  or  termination  pro¬ 
ceeding. 

(a)  Scope  and  consequences.  From  its 
effective  date,  a  limitation  or  termina¬ 
tion  shall  either: 

(1)  Result  in  limitations  on  the  lend¬ 
ing  eligibility  of  a  lender,  or 

(2)  End  the  lending  eligibility  of  a 
lender. 

(b)  Procedures.  (1)  The  designated 
OE  official  begins  a  limitation  or  ter¬ 
mination  proceeding,  whether  or  not  a 
suspension  pr(x;eeding  has  begun 
under  §  177.86,  by  sending  a  lender  a 
notice  by  certified  mail  with  return  re¬ 
ceipt  requested.  This  notice  must: 

(1)  Inform  the  lender  of  the  intent  of 
the  Commissioner  to  limit  or  termi¬ 
nate  the  lender’s  eligibility,  cite  the 
consequences  of  that  action,  identify 
the  alleged  violations  which  constitute 
the  ba-sis  for  the  action,  and  in  the 
case  of  a  limitation  proceeding,  state 
the  limits  which  may  be  imposed; 

(ii)  Specify  the  proposed  effective 
date  of  the  limitation  or  termination, 
which  shall  be  at  lea.st  20  days  after 
the  date  of  mailing  of  the  notice  of 
intent; 

(lii)  Inform  the  lender  that  the  limi¬ 
tation  or  termination  will  not  be  effec¬ 
tive  on  the  date  specified  in  the  notice 
if  the  designated  OE  official  receives, 
at  least  5  days  before  that  date,  a  re¬ 
quest  for  a  hearing  or  written  material 
indicating  why  the  limitation  or  termi¬ 
nation  should  not  take  place; 

(iv)  Invite  voluntary  efforts  to  cor¬ 
rect  the  violation(s)  which  led  to  the 
initiation  of  the  action. 

(2)  If  the  lender  does  not  request  a 
hearing  but  submits  written  material, 
the  designated  OE  official,  after  con¬ 
sidering  that  material,  notifies  the 
lender  (i)  that  the  proposed  action  is 
dismissed,  (ii)  that  limitations  are  ef¬ 
fective  as  of  a  specified  date,  or  (iii) 
that  the  termination  is  effective  as  of 
a  specified  date. 

(3)  If  the  lender  on  a  timely  basis  re¬ 
quests  a  hearing,  the  designated  OE 
official  sets  a  date  and  a  place  for  it. 
The  date  will  be  at  least  15  days  after 
the  designated  OE  official  receives  the 
request.  No  proposed  limitation  or  ter¬ 
mination  may  take  place  until  after  a 
hearing  is  held. 

(4)  A  presiding  officer  conducts  the 
hearing. 

(5)  At  the  hearing  the  presiding  offi¬ 
cer  shall  consider  any  written  material 
presented  before  the  hearing,  or  any 
material  or  other  evidence  presented 
during  the  course  of  the  hearing. 


(6)  If,  after  considering  the  evidence, 
the  presiding  officer  concludes  that 
limitation  or  termination  is  warranted, 
he  or  she  will  issue  an  initial  decision 
that  may  limit  or  terminate  the  lend¬ 
er’s  eligibility.  If  a  termination  action 
is  brought  against  a  lender,  and  the 
presiding  officer  believes  a  limitation 
to  be  more  appropriate,  the  presiding 
officer  may  issue  a  decision  imposing 
one  or  more  limitations  on  a  lender 
rather  than  terminating  Its  eligibility. 

(c)  Expedited  hearings.  With  the  ap¬ 
proval  of  the  presiding  officer  and  the 
mutual  comsent  of  the  parties,  any 
time  schedule  .specified  in  this  section 
may  be  shortened. 

(20  U.S.C.  1080,  1082,  1088f-l) 

§  177.88  Initial  and  final  decisionK. 

(a)  The  presiding  officer  issues  an 
initial  decision  in  any  limitation,  sus¬ 
pension.  or  termination  proceeding 
based  on  findings  of  fact  and  conclu¬ 
sions  of  law.  Findings  of  fact  shall  be 
based  only  on  evidence  considered  at 
the  hearing  and  matters  of  which  offi¬ 
cial  notice  has  been  taken.  The  initial 
d(K;ision  of  the  presiding  officer  will  be 
promptly  mailed  to  the  lender. 

(b)  In  a  suspension  proceeding,  the 
Commissioner  will  review  the  initial 
decision  of  the  presiding  officer  and 
will  issue  a  final  decision  adopting  the 
initial  decision,  unless  the  initial  deci¬ 
sion  is  clearly  unsupported  by  the  evi¬ 
dence. 

(c)  (1)  In  a  limitation  or  termination 
proceeding,  the  intial  decision  of  the 
presiding  officer  becomes  the  Commis¬ 
sioner’s  final  decision  20  days  after 
being  issued,  unless  within  that  20-day 
period  the  lender  or  the  designated 
OE  official  appeals  the  decision  to  the 
Commissioner. 

(2)  Within  a  period  of  time  .specified 
by  the  Commissioner,  the  party  that 
appeals  to  the  Commls-sioner  may 
submit  any  additional  wTitten  materi¬ 
al,  including  exceptions  to  the  initial 
decision,  proposed  findings  and  conclu¬ 
sions,  an<l  supporting  briefs  and  state¬ 
ments.  The  opposing  party  shall  re¬ 
spond  within  a  period  specified  by  the 
Commissioner.  Any  party  maki’.ig  a 
submission  to  the  Commissioner  mu.st 
provide  a  copy  to  each  party  that  par¬ 
ticipated  In  the  hearing. 

(3)  The  initial  decision  of  the  pr(;sid- 
ing  officer  limiting  or  terminating  the 
lender’s  eli§;ibility  does  not  take  effect 
pending  the  appeal,  unless  the  Com¬ 
missioner  determines  that  a  stay 
would  seriously  and  adversely  affect 
the  L'ederal  Insured  Student  Loan 
Program  or  students  involved 

(4)  In  the  case  of  an  appeal,  the 
Commissioner  issues  a  final  decision 
affirming,  modifying,  or  reversing  the 
initial  decision,  including  a  statement 
of  reasons  for  the  decision. 

(20  U.S.C.  1080,  1082,  1088f-l) 


§  177.89  Verification  of  mailing  dates. 

Verification  of  the  Office  of  Educa¬ 
tion’s  mailing  dates  referred  to  in  this 
subpart  is  evidenced  by  the  original  re¬ 
ceipts  from  the  U.S.  Postal  Service. 

(20  U.S.C.  1080,  1082,  1088M) 

§  177.90  Effect  of  a  su.ipension  or  termina¬ 
tion  proceeding. 

The  Commissioner  will  not  ls.sue  an 
insurance  commitment  for  any  loan 
made  by  a  lender  after  the  effective 
date  of  a  suspension  or  termination 
decision.  Additionally,  the  Commis¬ 
sioner  may  prohibit  a  lender  which 
has  been  suspended  or  terminated 
under  this  subpart  from  making  fur¬ 
ther  disbursements  on  any  loan  in¬ 
sured  under  subpart  F,  including  loans 
for  which  insurance  commitments 
have  been  previously  issued  by  the 
Commi.s.sioner. 

(20  U.S.C.  1080,  1082,  1088f-l) 

§177.91  Limitation. 

A  limitation  may  Include  any  of  the 
following: 

(a)  A  limit  on  the  number  or  total 
amount  of  loans  which  a  lender  may 
make,  purchase,  or  hold  under  the 
Federal  Insured  Student  Loan  Pro¬ 
gram, 

(b)  A  limit  on  the  number  or  total 
amount  of  lo  is  a  lender  may  make 
under  the  Federal  Insured  Student 
Loan  Program  to  students  at  a  particu¬ 
lar  school, 

(c)  A  requirement  that  a  school 
lender  utilize  a  special  promissory 
note  form  as  provided  in  §  177.57(a)(2), 
or 

(d)  Other  requirements  or  conditions 
determined  to  be  reasonable  and  ap¬ 
propriate. 

(20  U.S.C.  1080,  1082,  1088f-l) 

§177.92  RcimbursementH,  refunds,  and 
offsets. 

(a)  The  Commissioner,  designated 
OE  official,  or  presiding  officer  may 
require  a  lender  to  take  rea.sonable 
and  appropriate  corrective  action  to 
remedy  a  violation  of  applicable  laws, 
regulations,  agreements,  cr  limita¬ 
tions. 

(b)  The  corrective  action  may  in¬ 
clude  payments  of  funds,  to  the  Com- 
ir.is.sione;  oi  to  designated  rccipiont.s, 
which  the  lender  improperly  received, 
withheld,  disbursed,  or  caused  to  be 
disbursed,  including  but  not  restricted 
to: 

(i)  Ineligible  interest  benefits,  spe¬ 
cial  allowances,  or  other  claims  paid 
by  the  Commissioner, 

(ii)  Discounts,  premiums,  or  excess 
interest  received  in  violation  of 
§  177.14  of  this  part,  and 

(iii)  In  the  case  of  a  school  lender, 
refunds  to  students  under  part  168. 

(c)  If  any  final  decision  requires  a 
lender  to  reimburse  or  make  any  other 
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payment  to  the  Commissioner,  the 
Commissioner  may  offset  these  claims 
against  any  benefits  or  claims  due  the 
lender. 

(20  U.S.C.  1080.  1082.  1088M) 

S  177.93  Reinstatement  after  termination. 

(a)  A  lender  whose  eligibility  to  par¬ 
ticipate  in  the  Federal  Insured  Stu¬ 
dent  Loan  Program  has  been  terminat¬ 
ed  under  this  subpart  may  not  file  a 
request  for  reinstatement  of  its  eligi¬ 
bility  before  the  expiration  of  18 
months  from  the  effective  date  of  its 
termination. 

(b)  After  the  minimum  termination 
period,  a  lender  may  request  reinstate¬ 
ment  of  its  eligibility.  The  request 
must  be  in  writing  and  must  show  that 
the  lender  has  corrected  the  violations 
on  which  the  termination  was  based 
and  that  the  lender  meets  all  qualifi¬ 
cations  for  eligibility. 

(c)  If  a  school  whose  eligibility  to 
participate  in  programs  under  this 
part  has  been  terminated  under  part 
168  seeks  reinstatement  of  its  lending 
eligibility  under  the  Federal  Insured 
Student  Loan  Program,  it  must  re¬ 
quest  reinstatement  under  this  section 


in  addition  to  requesting  reinstate¬ 
ment  under  part  168. 

(d)  Not  later  than  60  days  after  re¬ 
ceipt  of  the  request  for  reinstatement, 
the  Commissioner  shall  respond  to  the 
lender  by  either:  (i)  granting  its  re¬ 
quest;  (ii)  denying  its  request;  or  (iii) 
granting  the  request  subject  to  limita¬ 
tions. 

(e)  (1)  If  the  Commissioner  denies 
the  lender’s  request,  or  allows  rein¬ 
statement  subject  to  limitation(s),  the 
lender,  upon  request,  will  be  granted 
an  opportunity  to  show  cause  why  it 
should  be  fully  reinstated. 

(2)  In  the  event  the  Commi.ssioner’s 
response  allows  reinstatement  subject 
to  limitation,  the  lender,  by  requesting 
a  show  cau.se  meeting,  shall  not  be 
deemed  to  waive  its  rights  to  partici¬ 
pate  in  the  Federal  Insured  Student 
Loan  Program  if  it  complies  with  the 
reinstatement  limitations  pending  the 
outcome  of  the  meeting, 

(20  U.S.C.  1080.  1082.  1088f-l) 

§  177.94  Removal  of  limitation. 

(a)  A  lender  whose  eligibility  to  par¬ 
ticipate  in  the  Federal  Insured  Stu¬ 
dent  Loan  Program  has  been  limited 
may  not  apply  for  removal  of  the  limi¬ 


tation  until  12  months  after  the  effec¬ 
tive  date  of  the  limitation. 

(b)  After  the  minimum  limitation 
period,  the  lender  may  request  remov¬ 
al  of  the  limitation.  The  request  must 
be  in  writing  and  show  that  the  lender 
has  corrected  the  violation(s)  on 
which  the  limitation  was  based. 

(c)  Not  later  than  60  days  after  the 
receipt  of  the  request  for  reinstate¬ 
ment.  the  Commissioner  shall  respond 
to  the  lender  by  either:  (i)  granting  its 
request:  (ii)  denying  its  request:  or  (iii) 
granting  the  request  subject  to  other 
limitations. 

(d)  If  the  Conunissioner  denies  the 
request,  or  establishes  other  limita¬ 
tions,  the  lender  upon  request  will  be 
granted  an  opportunity  to  show  cause 
why  its  eligibility  should  be  fully  rein¬ 
stated. 

(e)  The  lender’s  request  for  a  show 
cau.se  meeting  shall  not  be  deemed  to 
waive  its  right  to  participate  in  the 
Federal  Insured  Student  Loan  Pro¬ 
gram  if  it  complies  with  the  continu¬ 
ing  limitations  pending  the  outcome  of 
the  meeting. 

(20  U.S.C.  1080.  1082.  1088f-l) 
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